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INTERNATIONAL FINANCE CORPORATION 


MONDAY, JUNE 6, 1955 


Unrrep Srares Senate, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON INTERNATIONAL FINANCE, 
Washington, D.C. 

The subcommittee met, pursuant to call, in room 301, Senate Office 
Building, at 10:00 a. m., Senator J. W. Fulbright, chairman of the 
subcommittee, presiding. 

Present: Senators Fulbright and Capehart. 

The Cuamman. The committee will come to order. 

I wish to place in the record at this point S. 1894; the message from 
the President containing the proposed articles of agreement of the 
International Finance Corporation; a statement of the International 
Bank on the proposed International Finance Corporation, and the 
views of various agencies on the subject. 

(The material referred to follows :) 


[S. 1894, 84th Cong., Ist sess.] 


A BILL To provide for the participation of the United States in the International Finance 
Corporation 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SHORT TITLE 


Section 1. This Act may be cited as the “International Finance Corporation 
Act.” 


ACCEPTANCE OF MEMBERSHIP 


Sec. 2. The President is hereby authorized to accept membership for the United 
States in the International Finance Corporation (hereinafter referred to as the 
“Corporation” ), provided for by the Articles of Agreement of the Corporation 
deposited in the archives of the International Bank for Reconstruction and 
Development. 


GOVERNOR, EXECUTIVE DIRECTOR, AND ALTERNATES 


Sec. 3. The governor and executive director of the International Bank for 
Reconstruction and Development, and the alternate for each of them, appointed 
under section 3 of the Bretton Woods Agreements Act, as amended (22 U. S. C. 
286a), shall serve as governor, executive director and alternate, respectively, 
of the Corporation. 


NATIONAL ADVISORY COUNCIL ON INTERNATIONAL MONETARY AND FINANCIAL PROBLEMS 


Sec. 4. The provisions of section 4 of the Bretton Woods Agreements Act, as 
amended (22 U. S. C. 286b), with respect to the International Bank for Recon- 
struction and Development shall apply with respect to the Corporation. Reports 
with respect to the Corporation under paragraphs 5 and 6 of subsection (b) of 
section 4 of said act, as amended, shall be included in the first report made 
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2 INTERNATIONAL FINANCE CORPORATION 


thereunder after the establishment of the Corporation and in each succeeding 
report. 
CERTAIN ACTS NOT TO BE TAKEN WITHOUT AUTHORIZATION 


Sec. 5. Unless Congress by law authorizes such action, neither the President 
nor any person or agency shall on behalf of the United States (a) subscribe to 
additional shares of stock under article II, section 8, of the Articles of Agreement 
of the Corporation; (b) accept any amendment under article VII of the Articles 
of Agreement of the Corporation; (c) make any loan to the Corporation. Unless 
Congress by law authorizes such action, no governor or alternate representing 
the United States shall vote for an increase of capital stock of the Corporation 
under article II, section 2 (c) (ii), of the Articles of Agreement of the 
Corporation. 

DEPOSITORIES 


Sec. 6. Any Federal Reserve Bank which is requested to do so by the Corpora- 
tion shall act as its depository or as its fiscal agent, and the Board of Governors 
of the Federal Reserve System shall supervise and direct the carrying out 
of these functions by the Federal Reserve banks. 


PAYMENT OF SUBSCRIPTIONS 


Sec. 7 (a) The Secretary of the Treasury is authorized to pay the subscription 
of the United States to the Corporation and for this purpose is authorized to 
use as a public-debt transaction not to exceed $35,168,000 of the proceeds of 
any securities hereafter issued under the Second Liberty Bond Act, as amended, 
and the purposes for which securities may be issued under that Act are extended 
to include such purpose. Payment under this subsection of the subscription of 
the United States to the Corporation and any repayment thereof shall be treated 
as public-debt transactions of the United States. 

(b) Any payment of dividends made to the United States by the Corporation 
shail be covered into the Territory as a miscellaneous receipt. 


JURISDICTION AND VENUE OF ACTIONS 


Sec. 8. For the purpose of any action which may be brought within the United 
States or its Territories or possesions by or against the Corporation in accord- 
ance with the Articles of Agreement of the Corporation, the Corporation shall 
be deemed to be an inhabitant of the Federal judicial district in which its 
principal office in the United States is located, and any such action at law or in 
equity to which the Corporation shall be a party shall be deemed to arise under 
the laws of the United States, and the district courts of the United States shall 
have original jurisdiction of any such action. When the Corporation is a defend- 
ant in any such action it may at any time before the trial thereof, remove such 
action from a State court into the district court of the United States for the 
proper district by following the procedure for removal of causes otherwise 
provided by law. 


STATUS, IMMUNITIES AND PRIVILEGES 


Sec. 9. The provisions of article V, section 5 (d), and article VI, sections 2 
to 9, both inclusive, of the Articles of Agreement of the Corporation shall have 
full foree and effect in the United States and its Territories and possessions 
upon acceptance of membership by the United States in, and the establishment 
of, the Corporation. 





MESSAGE FROM THE PRESIDENT OF THE UNITED STATES URGING ENACTMENT OF LEGIS- 
LATION PERMITTING THE UNITED STATES TO JOIN WITH THE OTHER FREE NATIONS 
IN ORGANIZING THE INTERNATIONAL FINANCE CORPORATION 


To the Congress of the United States: 


The establishment of the International Finance Corporation and our partici- 
pation in it will strengthen the partnersship of the free nations. In my message 
to the Congress, January 10, 1955, on the foreign economic policy of the United 
States and in my annual Heonomie Report transmitted to you January 20, 1955, 
I stated that I would recommend at the appropriate time legislation to permit 
United States participation in the Corporation as part of our effort to increase 
the flow of United States private investment funds abroad. 
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I now forward to you the Articles of Agreement of the International Finance 
Corporation and an explanatory memorandum approved by the Executive Direc- 
tors of the International Bank for Reconstruction and Development. I recom- 
mend that the Congress enact legislation authorizing me to accept membership 
in the Corporation for the United States and providing for the payment of our 
subscription of $35,168,000 to the $100 million capital stock of the Corporation as 
set forth in the articles of agreement. The subscription was included in the 
budget. 

The entire free world needs capital to provide a sound basis for economic 
growth which will support rising standards of living and will fortify free social 
and political institutions. Action to that end by cooperating nations is essential. 

In its own enlightened self-interest, the United States is vitally concerned that 
capital should move into productive activities in free countries unable to finance 
development needs out of their own resources. 

Government funds cannot, and should not, be regarded as the basic sources 
of capital for international investment. The best means is investment by private 
individuals and enterprises. The major purpose of the new institution, conse- 
quently, will be to help channel private capital and experienced and competent 
private management into productive investment opportunities that would not 
otherwise be developed. Through the Corporation we can cooperate more effec- 
tively with other people for mutual prosperity and expanding international trade, 
thus contributing to the peace and the solidarity of the free world. 

Beonomie recovery, notably in Western Europe, enables nations other than the 
United States to participate substantially in furnishing capital to the less 
developed areas. The International Finance Corporation is an undertaking in 
which all nations, as members of the International Bank for Reconstruction and 
Development, will be able to pool some of their resources to spur such investment. 
All subscriptions to the Corporation will be paid in gold or dollars. 

The Corporation, as an affiliate of the International Bank, will serve as an 
international agency, which will provide, in association with local and foreign 
private investors, risk capital for financing the establishment, improvement, 
and expansion of productive private enterprises in member countries when other 
sources of funds are not available on reasonable terms. This type of risk or 
venture capital is most urgently needed. 

By providing the margin of capital needed to attract other funds, the Corpora- 
tion will help expand private investment abroad. It will make its investments 
without guaranty of repayment by the member governments concerned. Accord- 
ingly, it will complement the activities of existing international investment 
institutions. 

The Corporation will not duplicate the operations of the International Bank 
for Reconstruction and Development, for the investments of the International 
Bank are guaranteed by its member governments and are of fixed-interest 
nature in projects not usually attractive to risk capital. 

Since the Executive Directors of the International Bank would serve ex officio 
as directors of the Corporation, and the President of the Bank would serve as 
Chairman of the Corporation’s Board, effective collaboration between the two 
agencies and operating economy is assured. 

Nor will the Corporation’s operations duplicate the work of the Export-Import 
Bank. That bank, an agency of the United States Government, is an instrumen- 
tality of our foreign and trade policy. It is not designed to provide venture 
capital ; its loans are at definite interest rates with fixed schedules of repayment. 

The Corporation will not hold capital stock nor participate in operating control 
but will rely on private management. It will not be a holding company retain- 
ing its investments on a long-term basis, but will dispose of its holdings to private 
investors as opportunity offers so that it can reinvest its funds in new activities. 
Since its main mission is to supply risk capital where it is needed, its investments 
will be highly flexible. 

In some cases the Corporation may take fixed-interest obligations, in others 
it may receive obligations bearing a return related to the earnings of the enter- 
prises, and in others its holdings may be obligations convertible into stock when 
sold by it to private investors. Thus, the Corporation will supplement private 
investment, and will operate only in association with private interests which 
are willing to carry a large share of the total investment in each enterprise. In 
no event will it supply capital for an enterprise which could reasonably be 
expected to obtain the funds from private sources. 

United States participation in the International Finance Corporation will be 
a step forward in our foreign economic policy in cooperation with the other 
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free nations. It is, however, only one step among several which we must take. 
In my message to the Congress on January 10, 1955, I outlined other important 
steps. 

These actions—such as extension of the Trade Agreements Act, United States 
membership in the Organization for Trade Cooperation, simplification, and im- 
provement of customs valuation procedures, increased tourist allowances, changes 
in the law concerning the taxation of income from foreign sources and further 
developments in tax treaties designed to encourage private investment abroad, 
continued technical cooperation with other countries, and necessary programs 
of foreign assistance—are essential to a sound and foresighted foreign economic 
policy for the United States. 

I urge the Congress to enact promptly the legislation permitting the United 
States to join with the other free nations in organizing the International Finance 
Corporation—an important part of our foreign economic program which will 
foster more rapid advance by free people everywhere as they strive to improve 
their material well-being. 


DwicHTr D. EISENHOWER. 
THe Wuire House, May 2, 1955. 


ARTICLES OF AGREEMENT OF THE INTERNATIONAL FINANCE CORPORATION AND 
EXPLANATORY MEMORANDUM 


(As approved for submission to governments by the Executive Directors of the 
International Bank for Reconstruction and Development, April 11, 1955) 


ARTICLES OF AGREEMENT OF THE INTERNATIONAL FINANCE CORPORATION 
The Governments on whose behalf this Agreement is signed agree as follows: 


INTRODUCTORY ARTICLE 


The International Finance Corporation (hereinafter calied the Corporation) 
is estab?ished and shall operate in accordance with the following provisions: 


ARTICLE I 


Purpose 


The purpose of the Corporation is to further economic development by en- 
couraging the growth of productive private enterprise in member countries, par- 
ticularly in the less developed areas, thus supplementing the activities of the 
International Bank for Reconstruction and Development (hereinafter called the 
Bank). In carrying out this purpose, the Corporation shall: 

(i) in association with private investors, assist in financing the establish- 
ment, improvement and expansion of productive private enterprises which 
would contribute to the development of its member countries by making 
investments, without guarantee of repayment by the member government 
concerned, in cases where sufficient private capital is not available on reason- 
able terms; 

(ii) seek to bring together investment opportunities, domestic and foreign 
private capital, and experienced management; and 

(iii) seek to stimulate, and to help create conditions conducive to, the 
flow of private capital, domestic and foreign, into productive investment in 
member countries. 


The Corporation shall be guided in all its decisions by the provisions of this 
Article. 


ARTICLE II 


Membership and Capital 
Section 1. Membership 


(a) The original members of the Corporation shall be those members of the 
Bank listed in Schedule A hereto which shall, on or before the date specified in 
Article IX, Section 2 (¢), accept membership in the Corporation. 

(b) Membership shall be open to other members of the Bank at such times 
and in accordance with such terms as may be prescribed by the Corporation. 
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Section 2. Capital Stock 

(a) The authorized capital stock of the Corporation shali be $100,000,000, in 
terms of United States dollars. 

(b) The authorized capital stock shall be divided into 100,000 shares having 
a par value of one thousand United States dollars each. Any such shares not 
initially subscribed by original members shall be available for subsequent sub- 
scription in accordanee with Section 8 (d) of this Article. 

(c) The amount of capital stock at any time authorized may be increased by 
the Board of Governors as follows: 

(i) by a majority of the votes cast, in case such increase is necessary for 
the purpose of issuing shares of capital stock on initial subscription by mem- 
bers other than original members, provided that the aggregate of any in- 
creases authorized pursuant to this subparagraph shall not exceed 10,000 
shares ; 

(ii) in any other case, by a three-fourths majority of the total voting 
power. 

(ad) In case of an increase authorized pursuant to paragraph (c) (ii) above, 
each member shall have a reasonable opportunity to subscribe, under such con- 
ditions as the Corporation shall decide, to a proportion of the increase of stock 
equivalent to the proportion which its stock theretofore subscribed bears to the 
total capital stock of the Corporation, but no member shall be obligated to sub- 
scribe to any part of the increased capital. 

(e) Issuance of shares of stock, other than those subscribed either on initial 
subscription or pursuant to paragraph (d) above, shall require a three-fourths 
majority of the total voting power. 

(f) Shares of stock of the Corporation shall be available for subscription only 
by, and shall be issued only to, members. 

Section 8. Subscriptions 

(a) Each original member shall subscribe to the number of shares of stock 
set forth opposite its name in Schedule A. The number of shares of stock 
to be subscribed by other members shall be determined by the Corporation. 

(b) Shares of stock initially subscribed by original members shall be issued at 
par. 

(c) The initial subscription of each original member shall be payable in full 
within 30 days after either the date on which the Corporation shall begin opera- 
tions pursuant to Article LX, Section 3 (b), or the date on which such original 
member becomes a member, whichever shall be later, or at such date thereafter 
as the Corporation shall determine. Payment shall be made in gold or United 
States dollars in response to a call by the Corporation which shall specify the 
place or places of payment. 

(d) The price and other terms of subscription of shares of stock to be sub- 
seribed, otherwise than on intial subscription by original members, shall be de- 
termined by the Corporation. 


Section 4. Limitation on Liability 

No member shall be liable, by reason of its membership, for obligations of the 
Corporation. 
Section 5. Restriction on Transfers and Pledges of Shares 


Shares of stock shall not be pledged or encumbered in any manner whatever, 
and shall be transferable only to the Corporation. 


ARTICLE ITI 


Operations 
Section 1. Financing Operations 
The Corporation may make investments of its funds in productive private en- 
terprises in the territories of its members. The existence of a government or 
other public interest in such an enterprise shall not necessarily preclude the 
Corporation from making an investment therein. 


Section 2. Forms of Financing 
(a) The Corporation’s financing shall not take the form of investments in 
eapital stock. Subject to the foregoing, the Corporation may make investments 


of its funds in such form or forms as it may deem appropriate in fhe ¢ircum- 
stances, including (but without limitation) investments according to the holder 
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thereof the right to participate in earnings and the right to subscribe to, or to 
convert the investment into, capital stock. 

(b) The Corporation shall not itself exercise any right to subscribe to, or to 
convert any investment into, capital stock. 


Section 3. Operational Principles 
The operations of the Corporation shall be conducted in accordance with the 
following principles : 

(i) the Corporation shall not undertake any financing for which in its 
opinion sufficient private capital could be obtained on reasonable terms; 

(ii) the Corporation shall not finance an enterprise in the territories of 
any member if the member objects to such financing ; 

(iii) the Corporation shall impose no conditions that the proceeds of any 
financing by it shall be spent in the territories of any particular country ; 

(iv) the Corporation shall not assume responsiiblity for managing any 
enterprise in which it has invested; 

(v) the Corporation shall undertake its financing on terms and conditions 
which it considers appropriate, taking into account the requirements of the 
enterprise, the risks being undertaken by the Corporation and the terms and 
conditions normally obtained by private investors for similar financing ; 

(vi) the Corporatioin shall seek to revolve its funds by selling its invest- 
ments to private investors whenever it can appropriately do so on satisfactory 
terms ; 


(vii) the Corporation shall seek to maintain a reasonable diversification 
in its investments. 


Section 4. Protection of Interests 


Nothing in this Agreement shall prevent the Corporation, in the event of actual 
or threatened default on any of its investments, actual or threatened insolvency 
of the enterprise in which such investment shall have been made, or other situa- 
tions which, in the opinion of the Corporation, threaten to jeopardize such in- 
vestment, from taking such action and exercising such rights as it may deem 
necessary for the protection of its interests. 


Section 5. Applicability of Certain Foreign Exchange Restrictions 

Funds received by or payable to the Corporation in respect of an investment 
of the Corporation made in any member’s territories pursuant to Section 1 of 
this Article shall not be free, solely by reason of any provision of this Agree- 


ment, from generally applicable foreign exchange restrictions, regulations and 
controls in force in the territories of that member. 


Section 6. Miscellaneous Operations 


In addition to the operations specified elsewhere in this Agreement, the Cor- 
poration shall have the power to: 

(i) borrow funds, and in that connection to furnish such collateral or 
other security therefor as it shall determine ; provided, however, that before 
making a public sale of its obligations in the markets of a member, the 
Corporation shall have obtained the approval of that member and of the 
member in whose currency the obligations are to be denominated ; 

(ii) invest funds not needed in its financing operations in such obligations 
as it may determine and invest funds held by it for pension or similar 
purposes in any marketable securities, all without being subject to the 
restrictions imposed by other sections of this Article ; 

(iii) guarantee securities in which it has invested in order to facilitate 
their sale; 

(iv) buy and sell securities it has issued or guaranteed or in which it has 
invested ; 

(v) exercise such other powers incidental to its business as shall be neces- 
sary or desirable in furtherance of its purposes. 


Section 7. Valuation of Currencies 
Whenever it shall become necessary under this Agreement to value any cur- 


rency in terms of the value of another currency, such valuation shall be as reason- 


ably determined by the Corporation after consultation with the International 
Monetary Fund. 


Section 8. Warning To Be Placed on Securities 


Every security issued or guaranteed by the Corporation shall bear on its face 
a conspicuous statement to the effect that it is not an obligation of the Bank or, 
unless expressly stated on the security, of any government. 
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Section 9. Political Activity Prohibited 


The Corporation and its officers shall not interfere in the political affairs of any 
member ; nor shall they be influenced in their decisions by the political character 
of the member or members concerned. Only economic considerations shall be 
relevant to their decisions, and these considerations shall be weighed impartially 
in order to achieve the purposes stated in this Agreement. 


ARTICLE IV 
Organization and Management 


Section 1. Structure of the Corporation 


The Corporation shall have a Board of Governors, a Board of Directors, a 
Chairman of the Board of Directors, a President and such other officers and staff 
to perform such duties as the Corporation may determine, 

Section 2. Board of Governors 

(a) All the powers of the Corporation shall be vested in the Board of Gov- 
ernors. 

(b) Each Governor and Alternate Governor of the Bank appointed by a member 
of the Bank which is also a member of the Corporation shall ee officio be a Gov- 
ernor or Alternate Governor, respectively, of the Corporation. No Alternate Gov- 
ernor may vote except in the absence of his principal. The Board of Governors 
shall select one of the Governors as Chairman of the Board of Governors. Any 
Governor or Alternate Governor shall cease to hold office if the member by which 
he was appointed shall cease to be a member of the Corporation. 

(c) The Board of Governors may delegate to the Board of Directors authority 
to exercise any of its powers, except the power to: 

(i) admit new members and determine the conditions of their admission ; 

(ii) increase or decrease the capital stock ; 

(iii) suspend a member ; 

(iv) decide appeals from interpretations of this Agreement given by the 
Board of Directors; 

(v) make arrangements to cooperate with other international organiza- 
tions (other than informal arrangements of a temporary and administrative 
character) ; 

(vi) decide to suspend permanently the operations of the Corporation and 
to distribute its assets ; 

(vii). declare dividends ; 

(viii) amend this Agreement. 

(d) The Board of Governors shall hold an annual meeting and such other meet- 
ings as may be provided for by the Board of Governors or called by the Board of 
Directors, 

(e) The annual meeting of the Board of Governors shall be held in conjunction 
with the annual meeting of the Board of Governors of the Bank, 

(f) A quorum for any meeting of the Board of Governors shall be a majority 
of the Governors, exercising not less than two-thirds of the total voting power. 

(g) The Corporation may by regulation establish a procedure whereby the 
Board of Directors may obtain a vote of the Governors on a specific question 
without calling a meeting of the Board of Governors. 

(h) The Board of Governors, and the Board of Directors to the extent author- 
ized, may adopt such rules and regulations as may be necessary or appropriate 
to conduct the business of the Corporation. 

(i) Governors and Alternate Governors shall serve as such without compensa- 
tion from the Corporation. 


Section 8. Voting 
(a) Each member shall have two hundred fifty votes plus one additional vote 
for each share of stock held. 


(b) Except as otherwise expressly provided, all matters before the Corpora- 
tion shall be decided by a majority of the votes cast. 


Section 4. Board of Directors 


(a) The Board of Directors shall be responsible for the conduct of the general 
operations of the Corporation, and for this purpose shall exercise all the powers 
given to it by this Agreement or delegated to it by the Board of Governors. 

(b) The Board of Directors of the Corporation shall be composed ew officio of 
each Executive Director of the Bank who shall have been either (i) appointed 
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by a member of the Bank which is also a member of the Corporation, or (ii) 
elected in an election in which the votes of at least one member of the Bank which 
is also a member of the Corporation shall have counted toward his election. The 
Alternate to each such Executive Director of the Bank shall eg officio be an 
Alternate Director of the Corporation. Any Director shall cease to hold office if 
the member by which he was appointed, or if all the members whose votes counted 
toward his election, shall cease to be members of the Corporation. 

(ec) Each Director who is an appointed Executive Director of the Bank shall 
be entitled to cast the number of votes which the member by which he was so 
appointed is entitled to cast in the Corporation. Each Director who is an elected 
Executive Director of the Bank shall be entitled to cast the number of votes 
which the member or members of the Corporation whose votes counted toward 
his election in the Bank are entitled to cast in the Corporation. All the votes 
which a Director is entitled to cast shall be cast as a unit. 

(d) An Alternate Director shall have full power to act in the absence of the 
Director who shall have appointed him. When a Director is present, his Alter- 
nate may participate in meetings but shall not vote. 

(e) A quorum for any meeting of the Board of Directors shall be a majority 
of the Directors exercising not less than one-half of the total voting power. 

(f) The Board of Directors shall meet as often as the business of the Corpo- 
ration may require. 

(g) The Board of Governors shall adopt regulations under which a member 
of the Corporation not entitled to appoint an Executive Director of the Bank may 
send a representative to attend any meeting of the Board of Directors of the 
Corporation when a request made by, or a matter particularly affecting, that 
member is under consideration. 


Section 5. Chairman, President and Staff 


(a) The President of the Bank shall be ea oficio Chairman of the Board of 
Directors of the Corporation, but shail have no vote except a deciding vote in 
case of an equal division. He may participate in meetings of the Board of Gov- 
ernors but shall not vote at such meetings. 

(b) The President of the Corporation shall be appointed by the Board of 
Directors on the recommendation of the Chairman. The President shall be chief 
of the operating staff of the Corporation. Under the direction of the Board of 
Directors and the general supervision of the Chairman, he shall conduct the ordi- 
nary business of the Corporation and under their general control shall be respon- 
sible for the organization, appointment and dismissal of the officers and staff. 
The President may participate in meetings of the Board of Directors but shall 
not vote at such meetings. The President shall cease to hold office by decision of 
the Board of Directors in which the Chairman concurs. 

(c) The President, officers and staff of the Corporation, in the discharge of 
their offices, owe their duty entirely to the Corporation and to no other authority. 
Each member of the Corporation shall respect the international character of 
this duty and shall refrain from all attempts to influence any of them in the 
discharge of their duties. 

(d) Subect to the paramount importance of securing the highest standards of 
efficiency and of technical competence, due regard shall be paid, in appointing 
the officers and staff of the Corporation, to the importance of recruiting per- 
sonnel on as wide a geographical basis as possible. 


Section 6. Relationship to the Bank 


(a) The Corporation shall be an entity separate and distinct from the Bank 
and the funds of the Corporation shall be kept separate and apart from those 
of the Bank. The Corporation shall not lend to or borrow from the Bank. The 
provisions of this Section shall not prevent the Corporation from making arrange- 
ments with the Bank regarding facilities, personnel and services and arrange- 
ments for reimbursement of administrative expenses paid in the first instance by 
either organization on behalf of the other. 

(b) Nothing in this Agreement shall make the Corporation liable for the acts 
or obligations of the Bank, or the Bank liable for the acts or obligations of the 
Corporation. 


Section 7. Relations With Other International Organizations 


The Corporation, acting through the Bank, shall enter into formal arrange- 
ments with the United Nations and may enter into such arrangements with other 


publie international organizations having specialized responsibilities in related 
fields. 
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Section 8. Location of Offices 


The principal office of the Corporation shall be in the same locality as the 
principal office of the Bank. The Corporation may establish other offices in the 
territories of any member. 


Section 9. Depositories 
Each member shall designate its central bank as a depository in which the 
Corporation may keep holdings of such member’s currency or other assets of the 


Corporation or, if it has no central bank, it shall designate for such purpose such 
other institution as may be acceptable to the Corporation. 


Section 10. Channel of Conumunication 


Bach member shall designate an appropriate authority with which the Corpo- 
ration may communicate in connection with any matter arising under this 
Agreement. 


Section 11. Publication of Reports and Provision of Information 

(a) The Corporation shall publish an annual report containing an audited 
statement of its accounts and shall circulate to members at appropriate intervals 
x summary statement of its financial position and a profit and loss statement 
showing the results of its operations. 

(b) The Corporation may publish such other reports as it deems desirable to 
carry out its purposes. 

(c) Copies of all reports, statements and publications made under this Section 
shall be distributed to members. 


Section 12. Dividends 

(a) The Board of Governors may determine from time to time what part of 
the Corporation’s net income and surplus, after making appropriate provision 
for reserves, shall be distributed as dividends. 

(b) Dividends shall be distributed pro rata in proportion to capital stock held 
by members. 


(c) Dividends shall be paid in such manner and in such currency or currencies 
as the Corporation shall determine. 


ARTICLE V 
Withdrawal; Suspension of Membership; Suspension of Operations 


Section 1. Withdrawal by Members 


Any member may withdraw from membership in the Corporation at any time 
by. transmitting a notice in writing to the Corporation at its principal office. 
Withdrawal shall become effective upon the date such notice is received. 


Section 2. Suspension of Membership 


(a) If a member fails to fulfill any of its obligations to the Corporation, the 
Corporation May suspend its membership by a decision of the majority of the 
Governors, exercising a majority of the total voting power. The member so 
suspended shall automatically cease to be a member one year from the date 
of its suspension unless a decision is taken by the same majority to restore the 
member to good standing. 

(b) While under suspension, a member shall not be entitled to exercise any 
rights under this Agreement except the right of withdrawal, but. shall remain 
subject to all obligations. 


Section 3. Suspension or Cessation of Membership in the Bank 


Any member which is suspended from membership in, or ceases to be a 
member of, the Bank shall automatically be suspended from membership in, 
or cease to be a member of, the Corporation, as the case may be. 


Section 4. Rights and Duties of Governments Ceasing To Be Members 

(a) When a government ceases to be a member it shall remain liable for all 
amounts due from it to the Corporation. The Corporation shall arrange for 
the repurchase of such government’s capital stock as a part of the settlement 
of accounts with it in accordance with the provisions of this Section, but the 
government shall have no other rights under this Agreement except as prov ided 
in this Section and in Article VIII (c). 

(b). The Corporation and the government may agree on the repurchase of 
the capital stock of the government’ on such terms as may be appropriate under 
the circumstances, without regard to the provisions of paragraph (c) below. 
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Such agreement may provide, among other things, for a final settlement of all 
obligations of the government to the Corporation. 

(c) If such agreement shall not have been made within six months after 
the government ceases to be a member or such other time as the Corporation 
and such government may agree, the repurchase price of the government’s 
capital stock shall be the value thereof shown by the books of the Corporation 
on the day when the government ceases to be a member. The repurchase of 
the capital stock shall be subject to the following conditions: 

(i) payments for shares of stock may be made from time to time, upon 
their surrender by the government, in such instalments, at such times and 
in such available currency or currencies as the Corporation reasonably 
determines, taking into account the financial position of the Corporation; 

(ii) any amount due to the government for its capital stock shall be 
withheld so long as the government or any of its agencies remains liable 
to the Corporation for payment of any amount and such amount may, at 
the option of the Corporation, be set off, as it becomes payable, against the 
amount due from the Corporation ; 

(iii) if the Corporation sustains a net loss on the investments made 
pursuant to Article III, Section 1, and held by it on the date when the 
government ceases to be a member, and the amount of such loss exceeds 
the amount of the reserves provided therefor on such date, such govern- 
ment shall repay on demand the amount by which the repurchase price of 
its shares of stock would have been reduced if such loss had been taken into 
account when the repurchase price was determined. 

(d) In no event shall any amount due to a government for its capital stock 
under this Section be paid until six months after the date upon which the 
government ceases to be a member. If within six months of the date upon 
which any government ceases to be a member the Corporation suspends opera- 
tions under Section 5 of this Article, all rights of such government shall be 
determined by the provisions of such Section 5 and such government shall be 
considered still a member of the Corporation for purposes of such Section 5, 
except that it shall have no voting rights. 


Section 5. Suspension of Operations and Settlement of Obligations 


(a) The Corporation may permanently suspend its operations by vote of a 
majority of the Governors exercising a majority of the total voting power. After 
such suspension of operations the Corporation shall forthwith cease all activities, 
except those incident to the orderly realization, conservation and preservation 
of its assets and settlement of its obligations. Until final settlement of such 
obligations and distribution of such assets, the Corporation shall remain in 
existence and all mutual rights and obligations of the Corporation and its mem- 
bers under this Agreement shall continue unimpaired, except that no member 
shall be suspended or withdraw and that no distribution shall be made to mem- 
bers except as in this Section provided. 

(b) No distribution shall be made to members on account of their subscriptions 
to the capital stock of the Corporation until all liabilities to creditors shall have 
been discharged or provided for and until the Board of Governors, by vote of 
a majority of the Governors exercising a majority of the total voting power, 
shall have decided to make such distribution. 

(c) Subject to the foregoing, the Corporation shall distribute the assets of 
the Corporation to members pro rata in proportion to capital stock held by them, 
subject in the case of any member, to prior settlement of all outstanding claims 
by the Corporation against such member. Such distribution shall be made at 
such times, in such currencies, and in cash or other assets as the Corporation 
shall deem fair and equitable. The shares distributed to the several members 
need not necessarily be uniform in respect of the type of assets distributed or of 
the currencies in which they are expressed. 

(d) Any member receiving assets distributed by the Corporation pursuant to 
this Section shall enjoy the same rights with respect to such assets as the Cor- 
poration enjoyed prior to their distribution. 


ARTICLE VI 
Status, Immunities and Privileges 


Section 1. Purposes of Article 

To enable the Corporation to fulfill the functions with which it is entrusted, 
the status, immunities and privileges set forth in this Article shall be accorded 
to the Corporation in the territories of each member. 
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Section 2. Status of the Corporation 


The Corporation shall possess full juridical personality and, in particular, the 
capacity : 
(i) to contract; 
(ii) to acquire and dispose of immovable and movable property ; 
(iii) to institute legal proceedings. ’ 


Section 3. Position of the Corporation with Regard to Judicial Process 


Actions may be brought against the Corporation only in a court of competent 
jurisdiction in the territories of a member in which the Corporation has an office, 
has appointed an agent for the purpose of accepting service or notice of process, 
or has issued or guaranteed securities. No actions shall, however, be brought 
by members or persons acting for or deriving claims from members. The prop- 
erty and assets of the Corporation shall, wheresoever located and by whomso- 
ever held, be immune from all forms of seizure, attachment or execution before 
the delivery of final judgment against the Corporation. 


Section 4. Immunity of Assets from Seizure 


Property and assets of the Corporation, wherever located and by whomsoever 
held, shall be immune from search, requisition, confiscation, expropriation or 
any other form of seizure by executive or legislative action. 


Section 5. Immunity of Archives 
The archives of the Corporation shall be inviolable. 
Section 6. Freedom of Assets from Restrictions 


To the extent necessary to carry out the operations provided for in this Agree- 
ment and subject to the provisions of Article III, Section 5, and the other 
provisions of this Agreement, all property and assets of the Corporation shall be 
free from restrictions, regulations, controls and moratoria of any nature, 


Section 7. Privilege for Communications 


The official communications of the Corporation shall be accorded by each mem- 


ber the same treatment that it accords to the official communications of other 
members. 


Section 8. Immunities and Privileges of Officers and Employees 


All Governors, Directors, Alternates, officers and employees of the Corporation: 

(i) shall be immune from legal process with respect to acts performed 
by them in their official capacity ; 

(ii) not being local nationals, shall be accorded the same immunities 
from immigration restrictions, alien registration requirements and national 
service obligations and the same facilities as regards exchange restrictions 
as are accorded by members to the representatives, officials, and employees 
of comparable rank of other members ; 

(iii) shall be granted the same treatment in respect of travelling facilities 
as is accorded by members to representatives, officials and employees of 
comparable rank of other members. 


Section 9, Immunities from Tavation 


(a) The Corporation, its assets, property, income and its operations and trans- 
actions authorized by this Agreement, shall be immune from all taxation and 
from all customs duties. The Corporation shall also be immune from liability 
for the collection or payment of any tax or duty. 

(b) No tax shall be levied on or in respect of salaries and emoluments paid 
by the Corporation to Directors, Alternates, officials or employees of the Corpora- 
tion who are not local citizens, local subjects, or other local nationals. 

(c) No taxation of any kind shall be levied on any obligation or security 
issued by the Corporation (including any dividend or interest thereon) by 
whomsoever held: 

(i) which dicriminates against such obligation or security solely because 
it is issued by the Corporation; or 

(ii) if the sole jurisdictional basis for such taxation is the place or cur- 
rency in which it is issued, made payable or paid, or the location of any 
office or place of business maintained by the Corporation. 

(d) No taxation of any kind shall be levied on any obligation or_seeurity 
guaranteed by the Corporation (including any dividend or interest thereon) 
by whomsoever held: 

(i) which discriminates against such obligation or security solely because 
it is guaranteed by the Corporation; or 





12 INTERNATIONAL FINANCE CORPORATION 


(ii) if the sole jurisdictional basis for such taxation is the location of any 
office or place of business maintained by the Corporation. 


Section 10. Application of Article 


Each member shall take such action as is necessary in its own territories for 
the purpose of making effective in terms of its own law the principles set forth 
in this Article and shall inform the Corporation of the detailed action which 
it has taken. 


Section 11. Waiver 


The Corporation in its discretion may waive any of the privileges and im- 
munities conferred under this Article to such extent and upon such conditions as 
it may determine. 


ARTICLE VII 


Amendments 


(a) This Agreement may be amended by vote of three-fifths of the Gov- 
ernors exercising four-fifths of the total voting power. 

(b) Notwithstanding paragraph (a) above, the affirmative vote of all Gov- 
ernors is required in the case of any amendment modifying: 

(i) the right to withdraw from the Corporation provided in Article V, 
Section 1; 

(ii) the pre-emptive right secured by Article II, Section 2 (d) ; 

(iii) the limitation on liability provided in Article II, Section 4. 

{c) Any propesal to amend this Agreement, whether emanating from a mem- 
ber, a Governor or the Board of Directors, shall be communicated to the Chair- 
man of the Board of Governors who shall bring the proposal before the Board 
of Governors. When an amendment has been duly adopted, the Corporation 
shall so certify by formal communication addressed to all members. Amend- 
ments shall enter into force for all members three months after the date of the 
formal communications unless the Board of Governors shall specify a shorter 
period. 


ARTICLE VIII 


Interpretation and Arbitration 


(a) Any question of interpretation of the provisions of this Agreement arising 
between any member and the Corporation or between any members of the 
Corporation shall be submitted to the Board of Directors for its decision. If 
the question particularly affects any member of the Corporation not entitled 
to appoint an Executive Director of the Bank, it shall be entitled to repre- 
sentation in accordance with Article IV, Section 4 (g). 

(b) In any case where the Board of Directors has given a decision under (a) 
above, any member may require that the question be referred to the Board of 
Governors, whose decision shall be final. Pending the result of the reference 
to the Board of Governors, the Corporation may, so far as it deems necessary, 
act on the basis of the decision of the Board of Directors. 

(c) Whenever a disagreement arises between the Corporation and a country 
which has ceased to be a member, or between the Corporation and any mem- 
ber during the permanent suspension of the Corporation, such disagreement shall 
be submitted to arbitration by a tribunal of three arbitrators, one appointed by 
the Corporation, another by the country involved and an umpire who, unless 
the parties otherwise agree, shall be appointed by the President of the Interna- 
tional Court of Justice or such other authority as may have been prescribed by 
regulation adopted by the Corporation. The umpire shall have full power to 
settle all questions of procedure in any case where the parties are in disagree- 
ment with respect thereto. 


ARTICLE Ix 


Final Provisions 
Section 1. Entry into Force 
This Agreement shall enter into force when it has been signed on behalf of 
not less than 30 governments whose subscriptions comprise not less than 75 
percent of the total subscriptions set forth in Schedule A and when the instru- 
ments referred to in Section 2 (a) of this Article have been deposited on their 


— but in no event shall this Agreement enter into force before October 1, 
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Section 2. Signature 


(a) Each government on whose behalf this Agreement is signed shall deposit 
with the Bank an instrument setting forth that it has accepted this Agreement 
without reservation in accordance with its law and has taken all steps necessary 
to enable it to carry out all of its obligations under this Agreement. 

(b) Each government shall become a member of the Corporation as from 
the date of the deposit on its behalf of the instrument referred to in paragraph 
(a) above except that no government shall become a member before this Agree- 
ment enters into force under Section 1 of this Article. 

(c) This Agreement shall remain open for signature until the close of busi- 
ness on December 31, 1956, at the principal office of the Bank on behalf of the 
governments of the countries whose names are set forth in Schedule A. 

(d) After this Agreement shall have entered into force, it shall be open for 
signature on behalf of the government of any country whose membership has been 
aprpoved pursuant to Article II, Section 1 (b). 


Section 3. Inauguration of the Corporation 


(a) As soon as this Agreement enters into force under Section 1 of this 
Article the Chairman of the Board of Directors shall call a meeting of the 
Board of Directors. 


(b) The Corporation shall begin operations on the date when such meeting 
is held. 

(c) Pending the first meeting of the Board of Governors, the Board of Directors 
may exercise all the powers of the Board of Governors except those reserved to 
the Board of Governors under this Agreement. 

Done at Washington, in a single copy which shall remain deposited in the 
archives of the International Bank for Reconstruction and Development, which 
has indicated by its signature below its agreement to act as depository of this 
Agreement and to notify all governments whose names are set forth in Schedule A 


of the date when this Agreement shall enter into force under Article IX, 
Section 1 hereof. 


ScnepuLE A.—Subscriptions to capital stock of the International Finance 
Corporation 
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EXPLANATORY MEMORANDUM ON THE PROPOSED ARTICLES OF AGREEMENT OF THRE 
INTERNATIONAL FINANCE CORPORATION 


This Explanatory Memorandum on the proposed Articles of Agreement (here- 
inafter called charter) of the International Finance Corporation sets forth rea- 
sons for some of the provisions of the charter; explains how some of the general 
provisions of the charter may be expected to operate in practice; and notes sig- 
nificant differences and similarities between the provisions of the charter and 
of the Articles of Agreement of the Bank. No express mention is made, however, 
of a number of provisions of the Bank’s Articles which have been omitted from 
the charter as clearly inapplicable or unnecessary. 

This memorandum is not a part of the charter. 


ARTICLE I 


Purpose 


This Article makes clear that the Corporation’s essential function is to assist 
in the economic development of its member countries by promoting the growth 
of the private sector of their economies. It also makes plain that, in carrying 
out this function, the Corporation is to supplement and assist the investment of 
private capital and not to compete with such capital. 

The charter, it should be noted, does not exclude any member country from 
the scope of the Corporation’s operations; Article I, however, emphasizes the 
character of the Corporation as a developmental agency intended to operate 
particularly in the less developed areas. 

While it is not envisaged that the Corporation will select the enterprises in 
which it invests on the basis of their relative economic priority, Article I indi- 
eates that the Corporation is intended to finance only enterprises which are 
productive in the sense of contributing to the development of the economies of 
the member countries in which they operate. 

The charter does not explicitly require that the private investors with which 
the Corporation is to associate itself must invest new capital in the enterprise 
concurrently with the Corporation’s investment. It is expected, however, that 
as a genearl rule the Corporation will undertake financing only where new pri- 
vate capital is invested in the enterprise at or around the same time. 


ARTICLE II 


Membership and Capital 


Section 1. Membership 


This section follows; in substance, the comparable provision in the Bank’s 
Articles (Art. II, See. 1), except that it is membership in the Bank rather than 
in the International Monetary Fund that is expressed as the precondition to 
membership in the Corporation. 


Section 2. Capital Stock 


This section expresses the capital stock in terms of United States dollars, 
rather than gold dollars as in the case of the Bank’s Articles (Art. II, Sec. 2 (a) ). 
Since the charter, unlike the Bank’s Articles, contains no maintenance of value 
provision and nothing approximating the 80% liability on stock subscriptions, 
it has not appeared necessary to express the capital stock in terms of gold 
dollars. 

The entire authorized capital stock of the Corporation ($100,000,000) is re- 
served, in the first instance, for subscription by original members. If all mem- 
bers of the Bank listed in Schedule A accept membership in the Corporation, 
the entire authorized capital stock will be subscribed, leaving none to be issued 
to new members. This contrasts with the arrangements made in the case of the 
Bank, where only about 90% of the authorized capital stock was reserved for 
subscription by original members and about 10% was thus available for new 
members. For this reason, provision is made in paragraph (c) (i) for ae 
the capital stock for initial subscription by new members by not more than 10 
(10,000 shares), without being subject either to the three-fourths majority vote 
requirement (paragraph (¢) (ii)) or the pre-emptive right requirement (para- 
graph (d)), both of which apply to other increases of capital stock, as in the case 
of the Bank (Art. IT, Sees. 2 (b) and 8 (c)). 
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Section 3. Subscriptions 


Under this section and Schedule A, the initial subscription of each original 
member is proportionate to its subscription to the capita! stock of the Bank. 
Thus, if all of the members of the Bank join the Corporation as original mem- 
pers, each member will have the same proportion of the Corporation’s capital 
stock as of the Bank’s capital stock. On the other hand, the failure of any 
member of the Bank to join the Corporation will not affect the amount of the 
subscription of any other member. 

In order that the Corporation may not have to operate at a deficit in its early 
years, the section provides that each original member shall pay its initial sub- 
scription in full within 30 days after the Corporation begins operations or within 
30 days after the member concerned joins the Corporation, whichever is later, 
unless this period is extended by the Corporation. It is contemplated that, until 
its capital funds are needed for financing operations, the Corporation will wish 
to invest them in appropriate obligations in order to obtain income with which 
to meet administrative expenses; this is authorized by Article III, Section 6 
(ii). Payment in full as thus provided does not appear to impose an undue 
burden on member countries in view of the size of the initial subscriptions. In 
practice, it may require that legislative or other action necessary to authorize 
such payment be taken more or less concurrently with action to authorize ac- 
ceptance of membership. 


Section 4. Limitation on Liability 


This section adapts for purposes of the Corporation the provision contained 
in Article Il, Section 6, of the Bank’s Articles. 


Section 5. Restriction on Transfers and Pledges of Shares 
This section is the same in substance as the comparable provision of the Bank’s 
Articles (Art. IT, See. 10). 
ARTICLE II 


Operations 
Section 1. Financing Operations 


This section authorizes the Corporation to invest in private productive enter- 
prises in the territories of its members. While it is anticipated that the major 
emphasis in the Corporation’s financing will be on industrial enterprises, the 
Corporation may also invest in agricultural, financial, commercial or other 
business ventures. For purposes of deciding whether an enterprise is in the 
territories of a member, formal considerations such as legal corporate domicile 
are not intended to be controlling. It is rather the intention that the determin- 
ing factors should be such matters as the physical location of any plants and 
the place where the investment has its direct economic impact. 


Section 2. Forms of Financing 


This section gives the Corporation suthonty to make investments in any form 
or forms it considers appropriate in the circumstances, subject to the single 
restriction that it may not invest in capital stock, common or preferred. Apart 
from this restriction, the Corporation is intended to have latitude to tailor each 
investment to meet the requirements of the particular case, including the type 
of enterprise being financed, its financial situation and the applicable local laws. 

It is expected that the Corporation will utilize this broad grant of authority to 
make investments on terms providing for financial returns appropriate to the 
risks undertaken. For example, in situations in which private investors would 
normally insist on an equity participation, the Corporation may reasonably be 
expected to require a participation in the profits of the enterprise financed and 
a right, exercisable by any purchaser of the investment, to subscribe to, or to 
convert the investment into, capital stock. In determining the form of each 
investment, the Corporation will presumably wish to bear in mind its interest 
both in the success of the venture financed and in having an investment port- 
folio attractive to privaet investors. 


Section 3. Operational Principles 
This section states in general terms the principles which will govern the Cor- 
poration’s operations. 


Of particular importance are the injunction to the Corporation (subpara. (i) ) 
not to undertake any financing for which in its opinion sufficient private capital 
could be obtained on reasonable terms; the prohibition (subpara. (iv)) against 
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the assumption of responsibility for managing enterprises in which the Corpora- 
tion has invested; and the requirement (subpara. (vi)) that the Corporation 
shall seek to revolve its funds by selling its investments to private investors 
whenever it can appropriately do so on satisfactory terms. 

Subparagraph (ii) provides an assurance to members that the Corporation will 
not invest in any enterprise if the member concerned objects to the proposed 
financing. The Corporation will make appropriate arrangements to notify any 
member government desiring such notification of any contemplated financing 
in the territories of that member. It should be noted, however, that nothing in 
the Agreement requires the Corporation to obtain any affirmative governmental 
approval before making an investment. 

Subparagraph (iii) is substantially the same as the corresponding provision 
of the Bank’s Articles (Art. III, Sec. 5 (a)). Subparagraph (v) sets forth the 
principal considerations which the Corporation is to take into account in decid- 
ing upon terms and conditions for its investments. Subparagraph (vii) enjoins 
the Corporation to seek a diversified investment portfolio; it is expected that in 
practice this diversification will be both geographical and as among types of 
undertakings. 

In connection with the provision that the Corporation seek to revolve its funds 
(subpara. (vi)), it has seemed desirable to avoid writing into the charter any 
requirement that preference be given to any particular class or classes of pur- 
chasers. However, the Corporation may often find it necessary or appropriate, 
when making an investment, to give to private investors with which it is asso- 
ciated in the enterprise a first refusal to purchase the Corporation’s interest 
therein. Moreover, if the Corporation has various opportunities of selling an in- 
vestment on roughly the same terms, it will presumably bear in mind in deciding 
among them the desirability of fostering lccal capital markets. 

It is expected that the operational principles set forth in the charter will be 
supplemented by a more detailed and comprehensive statement of operating 
policies to be adopted by the Board of Directors of the Corporation. This state- 
ment of policies will presumably cover, among other things, the extent to which 
the Corporation will be expected to go to satisfy itself that the funds which 
it invests are used efficiently and economically and, where such funds are used 
for the purchase of goods, that the goods are bought on reasonable terms and in 
favorable markets. 


Section 4. Protection of Interests 


This section authorizes the Corporation, notwithstanding any other provision 
of the charter, to take appropriate action to protect its interests in any situation 
which, in- its ju@gnient, threatens to-jeopardize its investment. The otherwise 
applicable limitations on the Corporation’s power to acquire capital stock and 
to undertake management responsibility, for example, would not prevent it from 
exercising such powers should such a situation of jeopardy arise. 

Section 5. Applicability of Certain Foreign Exchange Restrictions 

The purpose of this section is to put the Corporation as nearly as possible in 
the same position as private investors generally with respect to foreign exchange 
restrictions, regulations and controls imposed by the country of investment. It 
should be noted that nothing in the charter precludes the Corporation from nego- 
tiating with the government concerned, like any private investor, for appropriate 
arrangements regarding transfer of income and of return of principal on. its 
investment. 


Section 6. Miscellaneous Operations 


This section constitutes the Corporation’s authorization to engage in various 
miscellaneous operations which may prove necessary or desirable for the achieve- 
ment of the Corporation’s purposes. Although the activities thus authorized 
include the issuance of the Corporation’s own obligations, it is not expected that 
the Corporation will have occasion to engage in borrowing operations in the early 
years of its operations. 

The section also authorizes the Corporation, as the Bank is authorized by its 
Articles (Art. IV, See. 8(i) and (ii)), to guarantee securities in which it has 
invested in order to facilitate their sale, and to buy and sell securities from its 
portfolio or securities which it has issued or guaranteed. However, in view of 
the nature of the Corporation’s functions and the probable size of its investments, 
the Corperation, unlike the Bank, is not-required by its charter te. obtain govern- 
mental approval before it exercises these powers, although it would, of course, 
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be subject to applicable local regulations. Exercise of the power to guarantee 
securities is expected at most to be infrequent. 
Section 7. Valuation of Currencies 

The authority provided by this section is likely to be important, if at all, 
primarily in cases of withdrawal! or in the event of liquidation of the Corporation, 
and then only where no official par value exists or where the official par value 
appears unrealistic. It is expected that the Corporation, before making any 
determination under this section, would in practice consult with the member or 
members concerned as well as with the International Monetary Fund. 


Section 8. Warning to be Placed on Securities 

This section adds to the provisions of the corresponding section of the Bank's 
Articles (Art. IV, Sec. 9) the requirement that any security issued or guaranteed 
by the Corporation shall also bear on its face a statement that it is not an obli- 
gation of the Bank. 


Section 9. Political Activity Prohibited 


This section is the same as the corresponding section of the Bank’s Articles 
(Art. TV, See. 10). 


ARTICLE IV 


Organization and Management 


Section 1. Structure of the Corporation 


This provision is substantially the same as the comparable provision of the 
Bank’s Articles (Art. V, Sec. 1), except that it includes a reference to a Chair- 
man of the Board of Directors as well as to a President. As explained below 
in connection with Section 5, it is envisaged that: the Gerporatien, unlike :the 
Bank, will have different persons serving as Chairman and as President. Apart 
from this distinction, the over-all organizational structure of the Corporation 
is designed to be the same as that of the Bank, thus enabling the Corporation to 
take advantage of the pattern of relationships already established by the Bank. 


Section 2. Board of Governors 


This section gives the Corporation’s Board of Governors the same broad grant 
of powers, and the same general authority to delegate those powers to the Di- 
rectors, as is given to the Bank’s Board of Governors by the Bank’s Articles (Art, 
V, See. 2). The same powers reserved to the Board of Governors of the Bank are 
also reserved to the Board of Governors of the Corporation, except that the 
nondelegable powers include power to declare dividends (instead of power to 
determine the distribution of net income) and there has been added a new pro- 
vision, the power to amend the charter (see discussion under Article VII below). 

The provisions that members of the Corporation shall be represented by the 
same Governor and Alternate Governor on the Boards of Governors of the Bank 
and the Corporation, and that the:annual meeting of the Cerporation’s Board of 
Governors shall be held in conjunction with the annual meeting of the Board of 
Governors of the Bank, are designed to emphasize the affiliation between the 
Bank and the Corporation and to keep the expenses of the Corporation’s annual 
meeting to a minimum. Because of the size of the Corporation, there has been 
omitted as inappropriate and unnecessary any requirement comparable to the 
one contained in Article V, Section 2 (c), of the Bank’s Articles that meetings 
of the Board of Governors shall be called whenever requested by five members 
or by members having one-quarter of the total voting power. Although, as in 
the case of the Bank, the charter provides that the Governors and Alternate 
Governors shall serve without compensation, it is expected that the by-laws will 
authorize the Corporation to reimburse them for expenses incurred in attend- 
ing meetings of the Corporation’s Board of Governors over and above those 
which they would in any event have incurred in attending meetings of the Bank’s 
Board of Governors. For this reason, no provision for reimbursement of ex- 
penses-is:included in the charter. 


Section 3. Voting 


The voting provisions are the same as those contained in the Bank’s Articles 
(Art. V, See. 3). 


Section 4. Board of Directors 


The provisions relating to the Board of Directors are, except as noted be- 
low, substantially the same as those relating to the Executive Directors in the 
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Bank’s Articles (Art. V, Sec: 4). The major difference is that instead of the 
provisions contained in the Bank’s Articles for the appointment and election of 
Executive Directors, the charter provides that the Bank’s Executive Directors 
and Alternates shall serve ew officio in a corresponding capacity for the Corpora- 
tion, provided they represent at least one country which is a member of the 
Corporation. This arrangement is proposed as an effective and economical 
method of achieving the desired affiliation and coordination of the Bank and 
the Corporation. The only other substantive changes are the omission as in- 
appropriate of any requirement that the Directors shall function in continuous 
session and the omission as unnecessary of the authority of the Directors to 
appoint committees. 

The charter does not require payment of remuneration to Directors and Alter- 
nates. It is intended that an Executive Director or Alternate of the Bank re- 
ceiving compensation on a full-time basis shall not receive any additional com- 
pensation for serving as a Director or Alternate of the Corporation. However, 
a part-time Executive Director or Alternate of the Bank, receiving partial com- 
pensation, would presumably be entitled to compensation for any additional time 
involved in service as Director or Alternate of the Corporation. 

The Executive Directors of the Bank, in approving the charter, recorded 
their unanimous agreement to recommend the adoption by the Corporation’s 
Board of Governors of a by-law limiting the aggregate of the remuneration 
received by a Director or Alternate of the Corporation and of his remuneration as 
an Executive Director or Alternate of the Bank to the maximum remuneration 
which he could receive as an Executive Director or Alternate of the Bank. 


Section 5. Chairman, President and Staff 


Under this section, the President of the Bank serves as Chairman of the Board 
of Directors of the Corporation. There is provision for a separate President 
who will be the chief of the operating staff of the Corporation but who will 
serve under the general supervision of the Chairman, This arrangement is de- 
signed to assure consistency between the operations of the Bank and those of the 
Corporation, while at the same time permitting the Corporation to have a sepa- 
rate management with sufficient status and power to enable it to operate effec- 
tively. Except for the differences necessary to permit this arrangement, this 
section is substantially the same as the corresponding section of the Bank’s 
Articles (Art. V, Sec. 5). 

The charter contains no provision dealing with compensation of the Chairman. 
The Executive Directors of the Bank, in approving the charter, recorded their 
unanimous agreement to recommend the adoption by the Corporation’s Board of 
Governors of a by-law providing that the Chairman shall serve without com- 
pensation. 


Section 6. Relationship to the Bank 


It is contemplated that, at least in the early stages of operations, the Corpora- 
tion will make extensive use of the professional and administrative services and 
personnel of the Bank. To this end, it is expected that the Bank and the Cor- 
poraton will enter into cooperative arrangements under which the Corporation 
will reimburse the Bank for the cost of services provided to it by the Bank. 
Apart from arrangements of this type, however, the Corporation will be re- 
quired, as provided by this section, to keep its funds separate and distinct from 
those of the Bank and to refrain from looking to the Bank for any financing. 


Section 7. Relations with Other International Organizations 


This section expresses the policy that the Corporation, acting through the 
Bank, shall enter into formal arrangements with the United Nations and may 
establish such arrangements with other specialized agencies, 


Section 8. Location of Offices 


The provision that the principal office of the Corporation shall be in the same 
locality as the principal office of the Bank reflects the concept of the Corporation 
as an affiliate of the Bank. The provision with respect to other offices corre- 
sponds generally with the provision in the Bank’s Articles concerning agencies 
or branch offices (Art. V, Sec. 9 (b)); it has appeared unnecessary to include 
2, aan for regional offices comparable to that of the Bank’s Articles (Art. 
V, Sec. 10). 


Section 9. Depositories 


This section adapts for purposes of the Corporation the corresponding pro- 
vision of the Bank’s Articles (Art. V, Sec. 11). 
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Section 10. Channel of Communication 
This section is included for purposes of administrative convenience. 


Section 11. Publication of Reports and Provision of Information 

This section contains the same provisions as the corresponding section of the 
Bank’s Articles (Art. V, Sec. 13) except that the Corporation is required to cir- 
culate a summary statement of its financial position and a profit and loss state- 
ment at “appropriate intervals” rather than at “intervals of three months or less.” 
Section 12. Dividends 

Paragraph (a) differs from the corresponding provision in the Bank’s Articles 
(Art. V, Sec. 14 (a)) by explicitly authorizing the distribution of dividends out 
of surplus as well as out of net income and by omitting any requirement for an 
annual determination as to such distribution. Paragraph (b), providing for 
pro rata distribution of dividends to all members, necessarily differs from the 
provisions regarding dividends in the Bank’s Articles (Art. V, See. 14 (b)) 
because of the differences with respect to members’ obligations on their capital 
subscriptions. It is expected that the Corporation will normally wish to pay 
dividends in convertible currencies. 


ARTICLE V 

Withdrawal; Suspension of Membership; Suspension of Operations 
Section 1. Withdrawal by Members 
Section 2. Suspension of Membership 


These sections are the same as the corresponding provisions in the Bank's 
Articles (Art. VI, Secs. 1, 2). 


Section 3. Suspension or Cessation of Membership in the Bank 


This section is comparable to the provision of the Bank’s Articles (Art. VI, 
Sec. 3) that any member which ceases to be a member of the International 
Monetary Fund shall cease to be a member of the Bank; the section does not, 
however, contain any provision for continuance of membership by a three- 


fourths vote. It should be noted that suspension from or cessation of member- 
ship in the Corporation would have no effect on the member’s status in the 
Bank. 


Section 4. Rights and Duties of Governments Ceasing to be Members 

This section establishes a somewhat different and simpler procedure than is 
contained in the Bank’s Articles (Art. VI, Sec. 4) for settling accounts with 
governments ceasing to be members. The principal changes have been prompted 
partly by the differences in the nature of the capital structure of the Bank and 
the Corporation and partly by the Bank’s own experience. One important change 
is that the charter expressly authorizes the Corporation to negotiate an agree- 
ment with the government which ceases to be a member which may provide 
not only for the repurchase of the government’s stock on appropriate terms but 
also for a final settlement of all obligations of the government to the Corpora- 
tion. In the absence of such an agreement, the procedure to be followed is 
geenrally the same as that provided for by the Bank’s Articles except that 
the Corporation is given the right ot determine the currency of payment. 


Section 5. Suspension of Operations and Settlement of Obligations 

This section is similar to the corresponding section of the Bank’s Articles 
(Art. VI, Sec. 5), except that it has been simplified by consolidating some of the 
provisions for the protection of creditors and by giving the Corporation more 
latitude than has been given to the Bank to determine the form of distributions. 


ARTICLE VI 
Status, Immunities and Privileges 


The privileges and immunities set forth in this Article are conferred upon the 
Corporation and not upon enterprises financed by the Corporation. Those enter- 
prises will not enjoy any special status by reason of the Corporation’s invest- 
ments, : : 


ped entire Article follows precisely Article VII of the Bank’s Articles except 
as follows: 

(a) Section 6, which confers a general immunity from restrictions on assets, 
is made subject to the provisions of Article III, Section 5, which permits the 
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application of foreign exchange restrictions in the country of investment. (See 
discussion under Article III, Section 5, above.) 

(b) A new section (Section 11) has been added, expressly authorizing the 
Corporation to waive any privilege or immunity conferred by the charter. 

(c) In view of the general waiver authority contained in Section 11, subpara- 
graph (i) of Section 8 omits the specific reference to waiver contained in the 
Bank’s Articles (Art. VII, Sec. 8(i)). 

It is expected that the waiver authority will be used by the Corporation in 
any case where the assertion of an immunity or privilege granted by the charter 
would give the Corporation an unfair competitive position inconsistent with its 
objective to encourage private investment and to demonstrate to private investors 
in capital-exporting countries the attractiveness of returns obtainable from 
investment in the less developed areas. 

A special comment should be made regarding Section 7, which provides that 
each member will accord governmental treatment to the official communications 
of the Corporation. A question arose at the International Telecommunication 
Conference in Buenos Aires in 1952 as to whether specialized agencies generally 
should be accorded governmental treatment for their communications and this 
question is under consideration in the United Nations and the International Tele- 
communication Union. In view of the close affiliation contemplated between 
the Bank and the Corporation, it has been deemed desirable to provide in the 
charter that the Corporation be given the same communication privileges as the 
Bank. Nevertheless, in the interest of cooperation, it is expected that the Cor- 
poration will work out the practical application of this provision in consultation 
with appropriate authorities of the International Telecommunication Union, 


ARTICLE VII 


Amendments 


This Article is in substance the same as Article VIII of the Bank’s Articles 
except that, to simplify the amendment procedure, it specifies that approval of 
amendments is to be by affirmative vote of Governors rather than of both 
Governors and members. 


ARTICLE VIII 


Interpretation and Arbitration 
This Article is substantially the same as Article IX of the Bank’s Articles. 


ARTICLE Ix 


Final Provisions 
Section 1. Entry into Force 
Under this section acceptance of the charter by not less than 30 governments 
whose subscriptions amount to not less than 75 percent of the Corporation’s 
total authorized capital is required. In the case of the Bank’s Articles (Art. XI, 
Sec. 1) the minimum amount required to be subscribed was 65 percent of the 


total subseriptions set forth in Schedule A to the Bank’s Articles; no minimum 
number of subscribers was prescribed. 


Section 2. Signature 


This section is substantially the same as the corresponding section of the 
Bank's Articles (Art. XI, See. 2), except in the following respects. First, it is 
the Bank rather than the Government of the United States which is to be the 
depository of the agreement and to give notice of its entry into force. Second, 
the charter contains no provision requiring governments to make an initial 
payment, at the time they sign the agreement, for purposes of the Corporation’s 
administrative expenses. Such minor expenses as may be incurred prior to 
the time that payment on the subscriptions is made are expected to be borne 
in the first instance by the Bank, which will thereafter be reimbursed by the 
Corporation. Third, subparagraphs (h) and (i) of the Bank’s Articles have 
been omitted as inapplicable. 

As regards the territorial application of the charter, it is understood that 
references in the charter to the territories of a member include all territories 
for whose international relations such member is responsible, except those which 
have been expressly excluded by the government concerned in its instrument of 
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acceptance, and that such exclusion would therefore not be considered to be a 
reservation within the terms of Article LX, Section 2 (a). In view of the fore- 
going, a provision corresponding to the territorial application clause in the 
Bank’s Articles (Art. XI , Sec. 2 (g)) has not been included in the charter. 


Section 3. Inauguration of the Corporation 


Because there is no need to elect Directors for the Corporation, this section 
sets forth a simpler procedure for inaugurating the Corporation than was 
possible in the case of the Bank (Art. XI, Sec.3). The provisions of paragraph 
(ec), authorizing the Board of Directors to exercise all the powers of the Board 
of Governors (except the nondelegable powers) pending the first meeting of the 
Board of Governors, obviate the need for a meeting of Governors. before the 
Corporation starts operations. 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT, 
Washington 25, D. C., April 14, 1955. 
CHAIRMAN, NATIONAL Apvisory CoUNCIL, 
Treasury Department, Washington, D. C. 


Sir: I have the honor to transmit to your Government herewith, pursuant to 
a resolution of the Executive Directors adopted on April 11, 1955, the text of 
proposed articles of agreement of the International Finance Corporation, together 
with an explanatory memorandum relating thereto. A copy of the resolution of 
the Executive Directors is also transmitted herewith. 

A single copy of the proposed articles of agreement has been signed on behalf 
of the bank in witness of its agreement to act as depository thereof and to give 
notice of the date on which such articles of agreement shall enter into force. 
The proposed articles of agreement, so signed on behalf of the bank, have been 
deposited in the archives of the bank and are open for signatures and acceptance 
on behalf of governments as provided in article [X thereof. 

The Executive Directors have devoted several months to the formulation of 
the proposed articles of agreement and explanatory memorandum and have 
approved them for submission to governments. Although the Hxecutive Direc- 
tors’ action has not committed governments to join the International Finance 
Corporation, the various views expressed by governments have been carefully 
considered and fully discussed. 

It is my opinion that the proposed articles of agreement afford a most satis- 
factory framework for the establishment and functioning of the new institution. 
I therefore recommend the proposed articles of agreement for early and favorable 
consideration by your Government. 

Sincerely yours, 


Evueene R. Brack. 


STATEMENT ON PROPOSED INTERNATIONAL FINANCE CORPORATION 
(International Bank for Reconstruction and Development, May 1955) 


FOREWORD 


On April 14, 1955, the International Bank for Reconstruction and Development 
(the World Bank) formally transmitted to its member governments for their 
consideration a proposed charter for a new international organization to be 
known as the International Finance Corporation (IFC). This institution, when 
established, will operate as an affiliate of the World Bank. It is-designed to 
supplement the activities of the Bank by providing finance in association with 
private investors to productive private enterprises, particularly in the less 
developed areas, without requiring a government guarantee, in cases where the 
necessary Capital is not available from other sources on reasonable terms. This 
pamphlet describes the origins of the IFC and outlines the principal features of 
its charter. 

It should be noted that the charter described in this pamphlet was drafted 
after several months of discussion by the Executive Directors of the World 
Bank, who represent the Bank’s 56 member countries. Although the action of 
the Executive Directors in approving submission of the charter does-net commit 
the governments they represent to join the IFC, the various views expressed by 
those governments were carefully considered and fully discussed in the process 
of formulating the charter. The management of the Bank has advised the 
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Bank’s members that it regards the provisions of the charter as affording a most 
satisfactory framework for the establishment and functioning of the new 
institution. 

Bueene R. Brack. 


PRINCIPAL FEATURES 


IFC will be affiliated with the World Bank. It will have an authorized 
capital of $100,000,000, available for subscription only by member governments 
of the Bank. The amount available for subscription by each member will be 
proportionate to that member’s subscription to the capital stock of the Bank. 
On this basis, subscriptions will range from just above $35 million for the United 
States to $2,000 for Panama. 

IFC’s basic objective will be to encourage the growth of productive private 
enterprise in its member countries, particularly in the less developed areas. 
It will do this by— 

Investing in productive private enterprises, in association with private 
investors and without government guarantee of repayment, in cases where 
sufficient private capital is not available on reasonable terms; 

Serving as a clearing house to bring together investment opportunities, 
private capital (both foreign and domestic) and experienced management ; 

Helping to create conditions conducive to, and otherwise seeking to 
stimulate, the productive investment of private capital, both domestic and 
foreign. 

IFC will not be authorized to invest in capital stock. Apart from this, it 
will have power to make investments in any appropriate form. For example, 
IFC will be permitted to make investments giving it a right to participate in 
profits and giving any private purchaser of the investment a right to convert 
it into capital stock. IFC’s investments will be made on terms providing for a 
financial return commensurate with the risks assumed. 

Among the basic principles which will govern all of IFC’s operations are 
these : 

IFC is not to undertake any financing for which private capital is available 
on reasonable terms. 


IFC is not to assume responsibility for managing any enterprise in which 
it has invested. 

IFC is to try to revolve its fund by selling its investments to private 
investors whenever it can appropriately do so on satisfactory terms. 


IFC’s investment in an enterprise will not confer any preferential status 
on that enterprise. 


HISTORY AND PRESENT STATUS OF THE PROPOSAL 


The IFC proposal was first put forward publicly by the United States Inter- 
national Development Advisory Board in its report to the President of the 
United States entitled Partners in Progress, published in March 1951. The 

soard, then headed by Mr. Nelson A. Rockefeller, suggested, after consultation 

with the management of the World Bank, that the United States take initiative 
in creating an institution affiliated with the Bank, which would have authoriy 
to make loans to private enterprise without requiring a government guarantee 
and also to provide venture capital on a nonvoting basis, in association with 
private investors. 

In April 1952, at the request of the Economic and Social Council of the United 
Nations, the World Bank published a “Report on the Proposal for an Interna- 
tional Finance Corporation.” The report pointed out that, despite the urgent 
need for increased private investment in the less developed areas, the Bank itself 
has only limited ability to contribute directly in this field. There are two 
obstacles to greater Bank investment in private enterprise. The first is the 
requirement of the Bank’s charter that its loans must be guaranteed by the 
government, or the central bank or its equivalent, of the country where the 
project to be financed is located. This discourages potential private borrowers, 
who often fear that such a guarantee might lead to government interference in 
their business. Governments, on the other hand, are usually reiuctant to give 
the guarantee lest they appear to favor one private interest over its competitors or 
over various public projects. 

’ The second limitation on the World Bank’s ability to finance private enterprise 
is the fact that the Bank makes only fixed interest loans and does not provide 
venture capital. Frequently, a large proportion of the capital needed to establish 
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or expand a private enterprise can appropriately be invested only as venture 
capital ; where the amount of venture capital required is more than the private 
interests alone can provide, the Bank is unable to act. 

The Bank’s report on IFC therefore concluded that there is an important gap 
in the existing international machinery for financing economic development 
which an institution such as IFC could fill, Its potential contribution was seen 
not only as helping to finance projects which would otherwise have been held 
back by lack of capital, but also as encouraging investors to embark on projects 
from which they might be deterred, in the absence of IFC participation, by lack 
of confidence. Furthermore, it was thought that IFC should be able to encourage 
new foreign investment by bringing promising investment opportunities to the 
attention of investors who had not previously ventured abroad. Finally, the 
report pointed out that IFC, as a pilot operation dealing with the problems of 
private international investment as they arise in specific cases, should over a 
period of time be able to do much to improve the atmosphere for private invest- 
ment generally. 

Following publication of the Bank’s report, the proposal was discussed and 
debated for several years. Support for the project was promptly voiced by 
representatives of almost all the less developed countries. In November 1954, 
the United States Administration announced its support and its intention to re- 
quest Congressional authorization for United States’ participation. Similar 
announcements were made by representatives of the United Kingdom, Canada, 
und other capital exporting countries. And on December 11, 1954, the General 
Assembly of the United Nations adopted a resolution, by vote of 50 to 0, with 
five abstentions, endorsing the concept of IFC and requesting the Bank to take 
steps to bring IFC into being. 

Intergovernmental discussions on a charter for IFC have since taken place 
through official Bank channels. On April 14, 1955, acting pursuant to authoriza- 
tion of its Executive Directors, the Bank formally submitted a proposed charter 
for the consideration of its member governments. The terms of the charter 
provide that it shall become effective only after it has been formally accepted 
and signed on behalf of at least 30 governments whose subscriptions amount to at 
least $75 million. For most countries, formal acceptance and signature will re- 
quire legislative authorization. Members of the Bank signing and accepting 
membership by December 31, 1956, will become original members of IFC, but the 
charter may become operative at any time from or after October 1, 1955, once 
the requisite number and amount of acceptances and subscriptions have been 
received. 


THE PROPOSAL IN MORE DETAIL 
Financial Structure 


IFC will have an authorized capital of $100 million, divided into 100,000 shares 
with a par value of $1,000 each. The allocation of these 100,000 shares among 
the members of the Bank, based on their subscriptions to the Bank’s capital, 
is shown on the table at the end of this pamphlet. 

The capital subscription of each member of IFC will be payable in full within 
30 days after IFC begins operations, or after the member joins IFC, whichever 
is later, unless IFC extends the payment date. All subscriptions will be payable 
in gold or United States dollars. 

IFC will be authorized to borrow funds through the sale of its own obliga- 
tions, but it is not expected that IFC will have occasion to utilize this authority 
in its early years of operations. 


Organization and Management 


Although IFC will be an independent legal entity and its funds will be kept 
entirely separate and distinct from those of the Bank, it will operate as an 
affiliate of the Bank and membership in IFC will he open only to members of 
the Bank. Affiliation will be achieved by three means: (1) Governors of the 
Bank who represent governments which are members of IFC will also serve 
as Governors of IFC; (2) those Executive Directors of the Bank who represent 
at least one government which is a member of IFC will serve as the Board of 
Directors of IFC: and (3) the President of the Bank will serve as Chairman 
of the Board of Directors of IFC. 

IFC will have its own President, appointed by the Board of Directors on the 
recommendation of the Chairmian. Under the direction of the Board and the 
general supervision of the Chairman, the President will be responsible for econ- 
ducting the ordinary business of IFC and for organizing and appointing its staff. 

IFC’s principal office will be in Washington, D. C., where the headquarters of 
the Bank are located. It is expected that IFC will make extensive use of the 
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experience and personnel of the Bank. The Bank will be compensated by LEC 
for services which it performs for IFC. 
Operational Principles 

The charter gives IFC substantial flexibility to adapt its operations to the needs 
of specific sittiations as they aTise. The general character of IFC’s operations, 
however, will be governed by certain fundamental principles prescribed by the 
charter. 

No member country is excluded from the scope of IFC’s operations, but the 
charter makes plain that LFC is intended to be a developmental agency operating 
particularly in the less developed areas. It may use its funds to invest in any 
productive private enterprise located in a member country. Although this 
broad grant of authority includes authority to invest in agricultural, financial 
and commercial enterprises as well as in industrial ventures, most of IFC's 
financing is expected to be in the industrial field. 

IFC’s investments must all be made in association with private investors. 
Thus, IFC will never provide all the money needed for an enterprise and will 
expect its private partners to provide the major share of the enterprise’s assets. 
Since IFC is designed to perform a catalytic function, it will presumably be more 
inclined to invest modest sums in a number of enterprises than to invest large 
sums in a relatively few ventures. In any case, IFC will view itself as a financ- 
ing institution of last resort and will wish to assure itself, before making any 
investment, not only that the private interests concerned are contributing the 
fullest possible share of the funds required but also that the share requested 
from IFC is not available from other private sources on reasonable terms. 

IFC will not be permitted to invest in capital stock, common or preferred. Sub- 
ject to this single restriction, however, it will have latitude to make investments 
in any form or forms its considers appropriate. Each investment will be tailored 
to meet the requirements of the particular case, including the type of enterprise 
being financed, its financial situation and the applicable local laws. 

It is expected that IFC will make its investments on terms and conditions 
similar to those obtained by private investors for undertaking comparable risks. 
For example, in situations in which private investors would normally insist on 
an equity participation, IFC may well require a participation in profits and a 
right, exercisable by any purchaser of the investment from IFC, to subscribe 
to, or to convert the investment into, capital stock. In determining the form 
of each investment, IF'C will have to bear in mind its interest both in the success 
of the venture financed and in having an investment portfolio attractive to 
private investors. 

It is anticipated that most of IFC’s investments wil be in projects worked up 
and presented to it by private interests. These private interests may be local 
or foreign, or both. Where necessary or desirable, however, IFC may itself 
take steps to see that a promising investment potentiality is worked up into a 
specific project and to arrange for its financing. IFO will not, however, assume 
responsibility for managing any enterprise in which it has invested. 

It is part of the basic idea of IFC, expressly written into the charter, that it 
shall seek to revolve its funds by selling its investments to private investors 
whenever it can appropriately do so on reasonable terms. In this connection, 
it seems likely that IFC will often find it necessary or desirable, when making 
an investment, to give to private investors with which it is associated in the 
enterprise a first refusal to purchase its interest in the business. 

In making its investment decisions, IFC will have to weigh carefully the 
laws, regulations and general policies of the country of investment, as they affect 
the likelihood of the enterprise’s success. IFC’s position in this respect will 
be similar to that of any private investor. Moreover, since IFC can engage in 
financing operations only in association with private investors, its investments 
will necessarily be confined to those countries whose general investment climate 
is such as to encourage private capital to invest in productive undertakings. 

One of the most important factors which will influence IFC will be the existing 
and prospective situation with respect to restrictions on the transfer into foreign 
exchange of profits from and of returns of capital on foreign investments, IFC 
will not be exempt by its charter from generally applicable foreign exchange 
restrictions in force in the country of investment, although it will not be pre- 
cluded from negotiating with the government, like any private investor, for 
appropriate transfer arrangements. 

Except for the provision with respect to foreign exchange restrictions, IFC 
will have privileges and immunities similar to those enjoyed by the World Bank. 
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The enterprises financed by IFC, however, will not enjoy any special status by 
reason of IFC’s investment in them. 


Subscriptions to capital stock of the International Finance Corporation (as set 
forth in the schedule attached to the proposed charter) 
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DEPARTMENT OF AGRICULTURE, 
Washington 25, D. C., June 6, 1955. 
Hon. J. W. FuLericut, 
Chairman, Senate Banking and Curreney Committee, 
United States Senate. 

IesAR SENATOR FuLsRient: We understand your committee is about to consider 
legislation authorizing, in accordance with the’ President’s. recommendation, 
United States membership in the proposed International Finance Corporation. 

This Department strongly supports this recommendation. The Corporation 
would serve to promote productive private enterprise in friendly countries. It 
would do so in association with private investors, and it would seek to stimulate 
the flow of private capital into productive investment in member countries. 

This Department supports the President’s recommendation because of the great 
interest in the United States has in economic development and the encourage- 
ment.of productive private enterprise in friendly countries. We believe further 
that. economic development and the expansion of private investment abroad will 
help to build up larger markets for the many agricultural commodities that 
United States farmers produce in excess of domestic demand. 

We are, at present, confronted with a situation of burdensome agricultural 
surpluses in the United States and in some foreign countries while at the same 
time levels of nutrition are extremely low among many millions of people. The 
principal reason for this paradox is the lack of adequate purchasing power in 
the less developed areas of the world. 

Promotion of productive private enterprise by means of the proposed Corpora- 
tion could cause a rise in income and purchasing power of these areas several 
times the amount of capital of the Corporation. Thus it could make a significant 
contribution to the expansion of agricultural markets and the attainment of a 
better balance between production and consumption of foods and other agricul- 
tural commodities. 

-The Budget Bureau advises that this proposed legislation would-be in accord 
with the program of the President. 

Sincerely yours, 


TRvuE D. Morse, Acting Secretary. 
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Tue SecreTary OF COMMERCE, 


Washington 25, D. C., June 8, 1955. 
Hon. J. W. FULBRIGHT, 


Chairman, Banking and Currency Committee, 
United States Senate, Washington 25, D. C. 


Dear SENATOR FutsriecHT: I am writing you with respect to S. 1894, a bill to 
provide for the participation of the United States in the International Finance 
Corporation which is now before your committee. 

As Secretary of Commerce, and as a member of the National Advisory Council. 
on International Monetary and Financial Problems, I have followed closely the 
developments leading up to the decision of the President to recommend our mem- 
bership in this corporation. As a result, I am convinced that it is in the best 
interests of the United States to join in this international effort to facilitate a 
larger international flow of investments. 

Your committee is familiar with the policy objectives of this Governmertt in 
seeking to encourage more private foreign investment. Accordingly, I need not 
repeat the reasons underlying that policy. Similarly, it is unnecessary for me 
to rehearse the factors which have limited the postwar flow of investment to a 
few countries and a few industries. Suffice it to say that it is in our best inter- 
ests to join with other countries in seeking ways and means of overcoming the 
obstacles that have thus far limited international investment. 

I am convinced that the International Finance Corporation could potentially 
contribute to this policy ob ive of ours. As an international institution. it 
should have considerable ad¥Vantages in attempting to convince its member gov- 
ernments that it is in their national interest to remove the legal impediments to 
investment in their respective countries. With a modest amount of funds at its 
disposal, it should be in a good position to undertake pilot investments which 
would demonstrate to potential private investors the possibilities and advantages 
of investing abroad. 

While the Corporation is frankly experimental, it does seem to me to have po- 
tentialities for success in this field. Accordingly, I recommend the enactment 
of 8. 1894. 

We have been advised by the Bureau of the Budget that they would interpose 
no objection to our submission of this report. 

Sincerely yours, 


Srnctarr WEEKS, 
Secretary of Commerce. 


ForREIGN OPERATIONS ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 
Washington 25, D. 0., June 6, 1955. 
Hon. J. W. FULBRIGHT, 
Chairman, Senate Banking and Currency Committee, 
409 Senate Office Building, Washington 25, D. C. 


DEAR SENATOR FULBRIGHT: Because of the interest of the Foreign Operations 
Administration in 8. 1894, which would authorize United States participation in 
the proposed International Finance Corporation, I wish to take this opportunity 
to comment on the proposed legislation. Since the beginning of the foreign-aid 
program in 1948, the FOA and its predecessor agencies have sought, throu 
grants, loans, guaranties, technical assistance and otherwise, to make fri 
countries economically viable and able to support defense establishments ap- 
propriate to their strategic position and have sought to encourage and foster 
development of less developed countries. As the need for grant-aid programs has 
decreased because of the progress of world economic conditions, particularly in 
Europe, more attention has inereasingly been given to technical assistance and 
to the encouragement of world trade and investment abroad by free ente : 

In spite of the best efforts and the steady policy of the Export-Import Bank 
and the International Bank for Reconstruction and Development, to assist world 
economic development while avoiding competition with private investment, the: 
rate of such investment since World War II has not yet reached a level comparable 
to the latter 19th century or the first decade of the 20th. 

The FOA, which has participated with other Government agencies and with 
the IBRD in the development of the President’s proposal, has no reservation in 
its hearty endorsement of 8. 1894. Under current mutual security legislation. 
FOA is charged with the responsibility of administering the investment guaranty 
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program and of performing certain functions the purpose of which is to encourage 
United States private investment abroad. In the course of performing these 
functions, FOA has noted a real need for an organization of the nature of the 
proposed IFC and T strongly believe that it would complement the activities of 
FOA and of other agencies of our Government in furthering the fixed policy of 
the United States to encourage private investment abroad. 

Sincerely yours, 


Haroip BE. STassen. 

The Cuarrman. Mr. Secretary, since you are a busy man and all 
of us are too, and my colleagues are a little late, and since this is not 
a matter that I think requires their presence because they can get 
a great deal out of your statement, I believe we had better proceed 
if that is agreeable with you. 

Secretary Humpurey. It is very good with me. 

The Cuarrman. I do not want to be responsible for keeping you 
away from your office any longer than tn necessary. 

retary Humreurey. That is very nice, and I will be very glad 

to proceed if it is all right with you. 

The Cuatrman. They will come in, but you know they are some- 
times a little late. 

Secretary Humpurey. Fine. 

The Cuarrman. So if you will proceed, we will be happy to hear 
your statement. 

Secretary Humpurey. I will go ahead with my prepared statement 
if that is agreeable. 

The Cuatrman. Fine. 


STATEMENT OF GEORGE M. HUMPHREY, SECRETARY OF THE 
TREASURY, ACCOMPANIED BY W. RANDOLPH BURGESS, UNDER 
SECRETARY OF THE TREASURY 


Secretary Humpnrey. President Eisenhower on May 2 recom- 
mended action by the Congress to authorize United States member- 
ship in the proposed International Finance Corporation. I am here 
this morning to support the President’s recommendation. 

As you know, the IFC will be an international effort to cooperate 
with private capital in both the capital-exporting and the capital- 
importing countries to set up new enterprises, or in some cases expand 
or modernize aa enterprises, particularly in the less-developed 
countries of the world. 

In recent years there has been a great deal of discussion here and 
abroad about the need for more investment in such countries. They 
are anxious to secure capital, to build up their economic development, 
and to raise the standards of living of their people. This is an 
objective with which the United States Government has always had 
great sympathy. Increased capital investment will aid the growth 
of world trade, and thus be beneficial to us as well as other countries. 

Private American investors are today placing new capital abroad 
and reinvesting their earnings from previous investments abroad at 
about twice the rate of loans made by the International Bank and 
the Export-Import Bank. This private investment, however, has 
been largely concentrated in a few lines—oil, mines, and to a lesser 
extent various manufacturing and merchandising enterprises. It-has 
also been pretty heavily centered in Canada and some countries in 
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Latin America and in the Middle East. These investments have 
played an important part in developing the countries involved. But 
a more diversified form of investment would contribute significantly 
to the progress of the less-developed countries. 

The International Finance Corporation has been proposed as one - 
way of encouraging new foreign private investment. The IFC is to 
serve as a catalyst in stimulating private investment. It is not another 
type of government-to-government aid. Instead, by assisting private 
ventures on a business basis, the IFC will give concrete expression to 
the basic American conviction that economic development is best 
achieved through the growth of private enterprise. i 

The IFC will, we hope, generate an increased flow of private capital 
not merely by providing financial support but also by giving additional 
confidence to American and other firms that are interested in going 
abroad but are deterred by lack of knowledge and experience. I am 
convinced that there are many companies—mostly middle-sized and 
small firms—that will engage in overseas operations if they can get 
IFC participation, but which would not do so solely on their own. 
I also believe that the proposed clearinghouse function of the IFC— 
bringing investment opportunities in capital-importing countries to 
the attention of potential investors in the more advanced countries— 
may prove to be a very important service. 

The Corporation will perform a different job from that now bein 
done so well by the Export-Import Bank and the International Ban 
for Reconstruction and Development in financing trade and economic 
development. The two banks do not advance venture capital. The 
make loans at fixed rates of interested and agreed schedules of amorti- 
zation. Before the banks make loans they must have reasonable as- 
surance of repayment. Moreover, in the case of the International 
Bank, the guaranty of the government of the country concerned is 
required for each loan. The IFC, on the other hand, will provide 
venture capital on flexible terms and will operate without government 
guaranty. 
~ The IFC will not compete with private capital. Its job will be to 
join with private partners in financing productive enterprises. These 
partners may be local firms or they may be foreign investors, or both. 
The private interests will supply the management and the bulk of the 
capital for each enterprise, while the Corporation will furnish only 
the margin needed to complete the financing. Where private capital 
can a the whole job, the Geienutadien will not enter into the financing 
at all. 

When the IFC project was first talked about, investment in equities 
was one of the proposed methods of operations. We in the Treasury 
did not think it would be desirable or feasible for an international gov- 
ernmental corporation to invest in common stock and to take the man- 
agement responsibility which stock ownership entails. The present 
plan has eliminated the equity investment and management feature. 
The administration believes this is a great improvement and supports 
the project fully in its present form. 

_ Although the Corporation will not hold stock, it will advance. capital 
in various forms appropriate to new enterprises. Its investments in 
some instances xn take the form of obligations with set interest rates, 
and in others with income dependent wpon the earnings of the local 
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concern. ‘This may mean, sometimes, that securities will bear interest 
only to the extent that the local concern earns enough to pay, and in 
other instances it may mean that the Corporation will participate in 
additional earnings over and above a fixed rate. It may also take 
obligations which could be converted into stock when sold to private 
investors by the IFC. The particular form of securities will have to 
be tailored to the special problems of the particular investment. In 
all cases it will be expected that private investors will provide the 
major share of the capital as well as take management responsibility. 

Moreover, the IFC is not intended to be an international holding 
company. When an enterprise gets on its feet and the Corporation 
finds that it can advantageously sell off its investment, it will do so. 
It will use the proceeds for investment in new enterprises. In this 
way a capital of $100 million, which the governments are now asked 
to provide, will be turned over, we hope, many times in the course of 
the coming years. 

The Corporation will come into existence after 30 countries, with 
subscriptions of at least $75 million, have accepted membership. All 
subscriptions will be paid in full in gold or dollars. The United 
States subscription is slightly over $35 million. This amount has been 
included in the President’s budget. Forty-two countries have in- 
tormed the International Bank of their intention to initiate the neces- 
sary steps to become members, and 15 of these have already signed 
the articles of agreement, subject to legislative approval. 

The IFC, though financially independent of the International Bank, 
will be affiliated with it. The Bank’s Board of Directors will serve 
as the Board of Directors of the Corporation. The Bank’s President 
will be the Corporation’s Chairman. Thus, the Corporation will have 
the benefit of the experience and sound judgment which have distin- 
guished the management of the Bank. Operating economy will also 
be assured. 

The provisions of the Corporation’s articles of agreement are based 
largely on the relevant provisions of the Bank’s articles. The legis- 
lation proposed for United States membership follows substantially 
the provisions of the Bretton Woods Agreements Act, which were 
worked out 10 years ago in this committee. 

The Corporation is not an answer to all the problems facing the 
private investor going abroad. Much will depend upon the attitudes 
of the host countries to new private investment. We hope the Cor- 
poration will be able to influence these countries to take favorable atti- 
tudes toward investors. While no governmental guaranty of its in- 
vestments is desirable or will be requested, the Corporation obviously 
can operate in any country only if the government is favorable to its 
activities and to other private investments. In substance, it will oper- 
ate under the same cmatitioee as private investors do in these countries. 

In the present state of international affairs, it is vital that the 
United States and the other capital-exporting countries maintain good 
economic relations throughout the free world. This should be done 
as far as possible by the investment of private capital. While the 
International Finance Corporation is an experiment, it offers a worth- 
while chance to increase the role of private investment, I hope-that 
this committee will give favorable consideration to the proposed 
legislation. 


63584—55 3 
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That concludes the statement, Mr. Chairman, which we have pre- 
pared, 

The Cuairman. Thank you, Mr. Secretary. 

Did I hear you correctly on page 3? Is it 42 countries or 32 which 
have informed the International Bank of their intention to initiate 
the necessary steps to become members? I understood you to say 32, 
and I wondered if that was a misprint in my copy of the statement. 
It is the third page, the third paragraph. Is it 42 or 32¢ 

Secretary Humpurey. Forty-two countries. I must have mispro- 
nounced it. In my copy it is 42 countries, and I think that is correct. 
If there is no objection, I would like to submit a statement for the 
record on this point. 

(The statement referred to follows :) 


The following information has been received by the Treasury Department 
from the International Bank regarding the intentions of member governments 
of the bank toward becoming members of the International Finance Corporation : 

1. Informal indications that we have received, directly or indirectly, from the 
bank’s member governments, show that— 

(a) 42 governments (in addition to the United States) have expressly indi- 
cated that they are in favor of membership in the IFC. The proposed subscrip- 
tions of these 42 countries total $50,791,000. With the United States subscriptien, 
the total becomes $85,969,000. 

(b) Two governments have indicated that they do not intend to take steps at 
present to join IFC. However, neither government has expressed opposition to 
the IFC. 

(c) The remaining 11 governments are either studying the matter or have 
yet to be heard from. None of these governments has expressed opposition to 
the IFC. 

2. Of the 42 governments referred to in 1 (@) above, a number have already 
taken specific steps towards acceptance of membership in IFC, such as cabinet 
consideration, preparation of draft legislation and the like. The most advanced, 
at this time, according to our information, are the following: 

(a) Cuba, etc.—The Articles of Agreement of the International Finance Cor- 
poration were signed on May 25, 1955 on behalf of the Governments of Cuba, 
Panama, Costa Rica, Mexico, Dominican Republic, Honduras, Paraguay, Guate- 
mala, Greece, Peru, Nicaragua, Colombia, Chili and Haiti, and on June 1, on 
behalf of Ecuador, None of these countries has as yet deposited the formal 
instrument of acceptance required by the articles. 

(b) United Kingdom.—The Chancellor of the Exchequer has told the House of 
Commons that the proposed Articles of Agreement of the IFC are acceptable to 
the United Kingdom Government, and that the Government will therefore make 
proposals to Parliament to provide for United Kingdom participation in the 
Corporation when the Government has assurance that the United States and other 
prospective members intend to proceed similarly. 

(c) Canada.—The Government has announced its support for the IFC and is 
presently giving active consideration to the steps necessary to become a member. 

3. You will understand that this information is subject to change and that, in 
some cases, the intention to join IFC is conditional upon congressional approval 
of United States membership. 


The Cuarrman. Do you anticipate, Mr. Secretary, that ‘this Cor- 
poration will make a profit? Is that its purpose—one of its purposes ! 

Secretary Humpnrey. Well, its pur in this respect, as I see it, 
is to attempt to make investments which will enhance in value, invest- 
ments in a profitable enterprise which will enhance in value which it in 
turn can dispose of, recouping the money that it gets for the disposal 
of an asset as soon as the enterprise becomes profitable and a going 
concern, ready to reinvest in a new one. In other words, it will be a 
sort of rollingover enterprise. ; 

The CHatrman. And if it makes a profit, its funds will increase, 
and it will have more to lend. It will really, will it not, build up to a 
larger and larger operation? Smell " 
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Secretary Humpurey. That is exactly right. 

The Carman. So that whatever success it enjoys will make it a 
larger, more effective organization ¢ ee 

Secretary Humpnrey. A continually more useful organization. 
And, of course, it will not only be enhanced in value by reason of 
the increased funds but the fact that it makes a success. If this or- 
ganization, Mr. Chairman, can be both intelligently managed and 
lucky—because you have got to be lucky as well in this world—if it 
can just be lucky in its first few ventures and have them turn out to 
be successful ventures so that it can dispose of its securities to others 
and roll its investments over a few times, this might be a great 
success. 

Now, it is experimental, but if it should be wisely handled and 
lucky to begin with, it might roll up to quite an important thing, 

The Cuarrman, I must say my own view is exactly in accord. I 
think it could set an example. The example it sets to some of these 
countries for others to follow would be its most important function, 
it seems to me. 

Secretary Humpnrey. That is right. 

The CHarrman. If you can demonstrate that business can succeed 
in some of these countries which have been rather backward in the 
development of industry, that is one of its principal functions, 

Secretary Humpnurey. That is even more important—I was going 
to say it is even more important than having the enterprise succeed, 
but it must succeed in order to create that atmosphere, but the crea- 
tion of the atmosphere is more imporant than the accumulation of 
ithe money. 

The Cuamman. Yes. 

Senator -Capehart, do you have some questions you would like 
to ask ? 

Senator Capenart. I have some questions some place along the line 
here either of the Secretary or—Who are some of the other wit- 
nesses ¢ 

The Cratrman. You had better not miss this opportunity. 
Seriator CapenArt, Who are the other witnesses ? 

The CHarrman. Mr. Waugh, the Assistant Secretary of State, and 
Mr, Edgerton of the Export-Import Bank. 

Senator Carenarr. I think I have some questions. 

I believe you said in your statement, Mr. Secretary, that this Inter- 
national Finance Corporation will not invest in capital stock. What 
form will its investment take ? 

Secretary Humpnrey. Well, as I picture its investment, it will be 
in the nature of obligations, convertible obligations or income obliga- 
tions, for instance. It is an obligation that is between the prior liens 
and the final equity and smidetite in most instances into final equity. 
So that if the organization that is promoted succeeds, it will have 
something to dispose of advanta esky, 

Senator Carenarr. Will it take a note? Will it take a debenture? 
WillittakeanITOU? 

Secretary Humpurey. There will probably be debentures. 

Senator Carenart. Debentures? 

Secretary Humpnrey. Yes. Probably convertible debentures. My 
best guess is that the majority of the transactions will be based on 
income convertible debentures. 
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Senator Carenart. Is there anything that this new Finance Cor- 
poration is going to do that the Export-Import Bank could not do if 
it wanted to ? 

Secretary Humpnrey. Oh, yes; I think so. The basic principle of 
the Export-Import Bank law is that there shall be a reasonable-e - 
tation of repayment. In other words, the Export-Import Bank is 
authorized to make loans that are reasonably expected to be good 
loans. Now, this institution is designed to go further than that. This 
institution is designed to move on beyond the reasonable expectation of 
firm repayment to the making of such loans as the Export-Import 
Bank might 

Senator Carenart. Is there anything the Export-Import Bank 
could not do if we changed its law that this Corporation will be able 
to do? 

Secretary Humpnrey. If you made the law governing the Export- 
Import Bank the same as the law governing the IFC, I would say it 
would do the same things. 

Senator Carrnart. What are the advantages to the United States 
of putting this $35 million in an International Finance Corporation 
over doing it through the Export-Import Bank ? 

Secretary Humpnrey. Well, I think there are several reasons that 
make it advantageous. In the first place, I think that it is pretty 
difficult to have an organization like the Export-Import Bank, that 
is designed to make loans that have a reasonable expectation of repay- 
ment, authorized to also make loans that are softer loans, because, if 
you have an institution that can make both reasonably good loans and 
softer loans, all the pressure is on everybody to make the softer loans 
and not the good loans. You get the two mixed up and it is difficult 
to do. a 

Senator Cargenarr. Will this Corporation be absolutely 100 percent 
separate from the International Bank ? 

Secretary Humpnrey. Yes, indeed. 

Senator Carenart. It will be the same though as far as the Direc- 
tors are concerned ? 

Secretary Humrnrey. The Directors and the executive manage- 
ment, except I imagine that the President will be a separate—— 

Senator Carprnart. Would not the same situation exist, Mr. Secre- 
tary? Here sits one group of men over here with one hat on, and that 
is the International Bank. Then the same men take that hat off and 
put on another hat, and that is the International Finance Corporation. 
Would not the same pressure be placed upon them to make these bad 
loans that you talk about ? 

Secretary Humrurey. I think not, because this is an entirely dif- 
ferent thing. It will be considerably less so in the ease of the Inter- 
national Bank than if the Export-Import Bank were doing it, because 
in the case of the International Bank there is one prerequisite you 
must always have in mind, and that is a government guaranty. There 
are only certain kinds and conditions of loans that can have a gov- 
ernment guaranty. So that the pressure to get into this field, the field 
of the finance company as compared to the government-guaranteed 
loan, is much less than it would be if it were just the Export-Import 
Bank making good loans. 

Senator Carenarr. Will this International Finance Corporation be 
making loans in other currencies than that of the United States? 
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Secretary Humerurey. I think it can make loans in any kind of cur- 
rencies. I do not think that would be restricted. It gets its money 
all in dollars or gold to start with. 

Senator Carenarr. To begin with? 

Secretary Humpnrey. That is what it starts with. 

Senator Carenarr. With $100 million ? 

Secretary Humenrey. That is right. 

Senator Cargenarr. Later will it make loans in pounds and francs 
and marks? 

Secretary Humpurey. I think that it will be up to the management. 
That will be up to management as to what it wants to do in that regard. 

Senator Carpgnmart. But the repayment of these loans will always be 
in dollars, will it? 

Secretary Humpurey. Not necessarily. I imagine that if they make 
them repayment would be in the currency which was loaned. 

Senator Caremarr. Well, just what advantage is there in us put- 
ting $35 million in and permitting us to share in the management of 
it and saying who it shall and shall not be loaned to, where it is all 
going to be dollars, over doing it ourselves? What advantage is there 
in us sharing the responsibility with 54 other nations on this matter 
when it is going to be dollars? 

Secretary Humpurey. In the first place, we get $2 of somebody else’s 
money for every one of our own. 

Senator Carenart. We get what? 

Secretary Humrpurey. Two dollars of somebody else’s money is put 
into the pot for every one of our own, if it all is subscribed. That is 
approximneieyy SO. 

Senator Capenmarr. Nearly $3. 

Secretary Humpurey. Well, 2 of somebody else’s for 1 of ours. 

Senator Caprnart. Yes; that is right. 

Secretary Humrnurey. That goes into the pot to start with. That 
is an advantage. 

In the second place, I think it is highly advantageous to have other 
people interested, in other countries, in seeing what is required to 
induce people to make investments of an equity nature. That is one 
of the most important things in this world. We talk about exporting 
capital and having capital go around in different parts of the world. 
Well, the fact is that there are some parts of the world where it is 
very advantageous to put capital. There are other parts of the world 
where it is not. Now, if the places where it is not advantageous do 
not get. themselves in position to bid for some of this capital, to make 
it attractive to induce that capital to come in, it is not going to go there. 

Senator Carrnart. Well, this—— 

Secretary Humpurey. Now, this will help to educate, I believe, some 
54 countries in what is desirable to have capital go into those countries. 

Senator Capenart. The International Bank, of course, cannot make 
a loan without it being guaranteed by the country in which the loan 
is made. 

Secretary Humpurey. That is right. 

Senator CargenArt. Therefore, most of their loans—I presume all 
of them—are what you might term “government loans.” 

Secretary Humpnrey. Government-to-government loans. 

Senator Carenartr. They make some that are not government loans, 
but the government—— 
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Secretary Humpurey. They are largely government loans. 

Senator Carenart. This will be a branch or affiliate of the Inter- 
national Bank that will be making loans that do not require a gov- 
ernment’s guaranty / 

Secretary Humrurey. That is right. 

Senator Carenart. Is there any limit as to the kind of loans they 
can make? 

Secretary Humpnrey. No; I do not think so. That is left to the 
mangement. You see—— 

Senator CarenArt. Are they going to be given the right to sell de- 
bentures in the open market in the United States? 

Secretary Humrnurey. They can sell them to anybody to get more 
funds. 

Senator Carenarr. What is the limit on the amount of money they 
can loan, or is there any limit? 

Secretary Humpurey. The limit is what money they have. 

Senator Carrnart. I mean are they not given the right to sell 
debentures to create new funds to loan? 

Secretary Humpnrey. Well, I suppose they could. 

Senator Carenarr. I am not sure whether 

Secretary Humpnrey. That is not the original contemplation. The 
original contemplation is that what they will have for sale are the 
securities that they reecive for the investment in various enterprises. 

Senator Carenart. At the moment the International Bank sells 
debentures to the banks—— 

Secretary Humpurey. That is right. 

Senator Capenart. And to the public in the United States. 

Secretary Humpnrey. No, the original contemplation of this is not 
the same as that. 

Senator CapeHart. I see. In other words, they cannot go beyond 
$100 million ? 

Secretary Humpurey. At the present time. 

The Cuamman. Except earnings. Whatever they may earn. 

Senator Carenart. And the interest. 

Secretary Humrurey. That is right. 

Senator Carpenarr. Their interest earnings they could reinvest ? 

Secretary Humpurey. The earnings they receive as their funds 
grow, of course. The practical limit of their investments is what 
they have. 

Senator Caremart. Will the Directors and the officers of the IFC get 
compensated in addition to their compensation by the International 
Bank? 

Secretary Humpnurey. Not the Directors and the officers of the 
bank. Now, there may be officers or employees only of this concern 
which would be paid by this concern, but not the joint officers. 

The Cuatrman. I want the record to be clear. The Directors who 
serve as directors will not get any compensation, 

Secretary Humpurey. They will not. 


Senator CapruArt. Will these obligations that they take immedi- 
ately be offered to the public for sale? 

Secretary Humpurey. No; I would not think so. They could be, 
of course, but I would not think so. 

You see, the way it multiplies, Senator, is this: A situation will 
develop where you have some people who have some equity money 
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they would put in. They will come to this institution and ask for 
some intermediate money. Then, based on that intermediate money, 
they will borrow some prior-lien money. Now, the amount of prior- 
lien’money they can borrow will be greatly imereased because of the 
fact that the equity behind the prior lien 1s multiplied by the inter- 
mediate money that is in addition to the equity money. The equity 
money is the responsibility of management. That is the first money 
that is lost. So the fellow who comes to this institution and borrows 
some of its money will lose his own money before the Corporation loses 
any of its money. 

Senator CarenaArt. Will this agency be able to invest in a company 
to keep it from going insolvent ¢ 

Secretary Humpurey. Well, it can. 

Senator Carenarr. Would it be able to invest money in an insolvent 
company to put it back on its feet ? 

Secretary Humpurey. I suppose it could if 

Senator Caremarr. Would it be able to invest money in a wholly 
new corporation ¢ 

Secretary Humpnrey. That is right. 

Senator Capenart. To be started either by nationals of the respec- 
tive country or 

Secretary Humpurey. That probably is the principal way that the 
money will originally be lent. Probably it will be lent in new enter- 
prises, for example where some American development is found to be 
applicable in some foreign country and the natives of that country 
raise some capital to start to use this new device, whatever it may be, 
and build up the capital to go into that business in that country in that 


way. 

The CuatrMan. Will the Senator yield just a moment ? 

Senator Cargenarr. Yes. 

The Cuatrman. One of the staff called my attention to section 6. 
We want this record to be clear. Section 6, according to this analysis, 
says that although the activities thus authorized include the issuance 
of the Corporation’s own obligations, it is not expected that the Cor- 
poration will have occasion to engage in borrowing operations in the 
early years of its operations. I think that is consistent with what you 
said, except that I got the impression they had no authority to borrow. 
You said you did not expect them to? 

Secretary Humpurey. They will have the authority. 

The Cuarrman. They will have authority to borrow / 

Secretary Humpurey. That is right. 

The Cuarrman. But there is no contemplation in the early stages 
in the same way the International Bank does? 

Secretary Humpurey. That is exactly correct. 

The Cuatrman. But they will have that authority ? 

Secretary Humpnrey. They will have the authority. 

Senator Carenmart. Does that carry with it authority to sell deben- 
tures just as the International Bank is doing at the moment? 

Secretary Humpnrey. They could sell securities of their own. 

The Cuarrman. Any means they may use. 

Secretary Humpnurey. Of course, just as a practical matter, they 
cannot do that until they establish a record of profitable performance. 

The Cwarrman. That is right. 
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Secretary Humpnrey. Nobody will buy them. You do not need 
a law to keep them from doing it. You just cannot sell at the 
outset. 

Senator Caprnart. Are they going to confine their financing en- 
tirely to financing corporations Are they going to do any Sonneng 
let us say, of exports and imports? Or is it strictly 100 percent to 
nance an investment that is to be made or has been made in a 
foreign—— 

Secretary Humpnrey. Senator, they have very broad powers, and it 
is very difficult to tell exactly how the things will work out. But 
the basic intention is that they are financing development in foreign 
lands, the development of enterprise in foreign lands, and that is en- 
tirely a distinct matter from financing of exports and imports. It is 
pretty hard to say that after they have financed some development 
in a foreign land and after that company gets going that it might 
not export some material back to this country. That could be. But 
that is not the contemplation. 

Senator Carrnart. Do you believe the Congress of the United 
States has the right to study and call before it as witnesses officers of 
the International Bank ? 

Secretary Humpurey. I cannot answer that. That is a legal matter 
that I have no idea about. I do not know whether you can or cannot. 

The Caarrman. They have never refused to come if asked, have 
they ? 

Senator Carenart. Have they ever been asked ? 

The CHarrman. I have seen Mr. Black here. I do not remember 
in what capacity. 

Secretary Humpurey. I really do not know anything about it. 

The CuHarrman. Maybe it was in the original hearings. 

Senator Caprnart. My point is this: Do we, the Congress, as a 
minority stockholder in the International Bank, have a right to study 
its operations? 

Secretary Humpurey. Well, we have a Director in this institution, 
and you can 

Senator Carenart. I understand we have a Director. 

Secretary Humpsrey. You certainly can call our Director and ask 
him. 

Senator CarrHart. But do you think we have a right to call the 
President of the International Bank or will we have a right to call the 
President. of the International Finance Corporation ? 

Secretary Humpnrey. I really could not answer that. I just do 
not know. But you ean get all the information as to what goes on 
through the interrogation of our own Director. 

The CHarman. Do you mean, Senator, to compel his attendance 
under a subpena? 

Senator Carella No, I am just trying to find out if we have the 
same right to investigate, to study, to call as witnesses to get, all the 
facts and information of the International Bank that we do of the 
Export-Import Bank. 

ecretary Humpnurey. My guess would be you could get all the 
facts, but you might not do it the same way. I could not answer that. 

Senator Cargenart. That I think is the question. 

The Cuarman. As a matter of fact, you are the American Gover- 
nor, are you not, Mr. Secretary ? 


, 
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Secretary Humpnurey. Yes. You can call me, and if I do not know 
the answer I will look it up and come back. 

Senator CareHart. I missed what you said. 

The Cuamman. He said he is the American Governor, and if we 
want to call him he will come. 

Secretary Humpnrey. You can always call me, and if I donot know, 
2s I probably would not, I will go and look it up and come back and 
tell you. 

Senator Carenart. There is no question about that, but 

Secretary Humpurey. I do not know whether it is appropriate for 
you to call 3 

Senator Carenarr. May I at this point place this in the record: 


ARTICLE VI, SECTION 8 
Immunities and Privileges of Officers and Employees 


All Governors, Directors, Alternates, officers and employees of the Corporation : 

(i) shall be immune from legal process with respect to acts performed by 
them in their official capacity ; 

(ii) not being local nationals, shall be accorded the same immunities from 
immigration restrictions, alien registration requirements and national 
service obligations and the same facilities as regards exchange restrictions 
as are accorded by members to the representatives, officials, and employees 
of comparable rank of other members ; 

(iii) shall be granted the same treatment in respect of travelling facilities 
as is accorded by members to representatives, officials and employees of 
comparable rank of other members. 


And then Immunities from Taxation. I shall not read that, but, 
Mr. Chairman, I would like to have it placed in the record at this 
point. 


The Cuarrman, Without objection, it is so. ordered. 


(Art. VI, sec. 9, of the Articles of Agreement of the Interna- 
tional Finance Corporation above referred to is as follows :) 


Section 9. Immunities from Taxation 


(a) The Corporation, its assets, property, income and its operations and trans- 
actions authorized by this Agreement, shall be immune from all taxation and 
from all customs duties. The Corporation shall also be immune from liability 
for the collection or payment of any tax or duty. 

(b) No tax shall be levied on or in respect of salaries and emoluments paid by 
the Corporation to Directors, Alternates, officials or employees of the Corpora- 
tion who are not local citizens, local subjects, or other local nationals. 

(c) No taxation of any kind shall be levied on any obligation or security issued 
by the Corporation (including any dividend or interest thereon) by whomsoever 
held: 

(i) which discriminates against such obligation or security solely because 
it is issued by the Corporation; or 

(ii) if the sole jurisdictional basis for such taxation is the place or cur- 
rency in which it is issued, made payable or paid, or the location of any office 
or place of business maintained by the Corporation. 

(d) No taxation of any kind shall be levied on any obligation or security 
guaranteed by the Corporation (including any dividend or interest thereon) by 
whomsoever held: 

(i) which discriminates against such obligation or security solely because 
it is guaranteed by the Coporation ; or 

(ii) if the sole jurisdictional basis for such taxation is the location of any 
office or place of business maintained by the Corporation. 


Senator Carenart. I think there is some question as to whether we 
do or whether we do not have the right as the Congress to go into 
the workings of the international bank. Frankly, I think we ought to 
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have the same rights when we are a minority stockholder as we do in 
the United States. Even though a man has but one share of stock, you 
know, we give him the same rights as the man who has the control. __ 

Secretary Humpnrey. I would like to get a little advice on this, 
Senator. Of course, it would be nice if I got all these immunities that 
are listed here for myself. It is a windfall I had not expected. 

Senator Carenart. You do asa governor, of course. 

Secretary Humpurey. As I say, I would like to get some advice on 
just exactly 

Senator Carenartr. You do not get any pay for serving as a gov- 
ernor. Therefore, the tax immunity does not help you any. 

Secretary Humpurey. It does not help me any. But I would think 
that I would be available for call to you at any time. 

Senator CareHart. I know you would. ra talking about the 
President. 

Secretary Humpnurey. And that I would have to disclose whatever 
went on in the bank that a governor of the bank properly could. 

Senator Capenarr. In other words, do you think this Congress 
would have a right, if they wanted to, to subpena the records of the 
international bank or the International Finance Corporation ? 

Secretary Humpurey. I would not think so. 

Senator Carruart. You would not think so? 

Secretary Humpurey. I would not think so. 

The Cuatrman. If we had the right, every other government would 
have the right. I think it would be almost impossible to run it. 

Secretary Humrnrey. In other words, I should think you would 
be in exactly the same position as a minority stockholder in a cor- 
poration would be. 

Senator CarenArtr. Well, a minority stockholder in a corporation 
has a right to see all the records. It has the right to subpena them 
in a court. 

Secretary Humpnurey. That is a little broad. They have a right 
to subpena such records as are pertinent to a particular controversy, 
and there are quite a lot of limitations on what you can demand be 
brought into court. 

(The following was received for the record :) 

TREASURY DEPARTMENT, 
Washington 25, June 7, 1955. 
Hon. J. W. FuLericHt, 
Chairman, Senate Committee on Banking and Currency, 
Washington 25, D. 0. 


My Dear Mr. CHAIRMAN: During my appearance yesterday before your com- 
mittee on legislation concerning the proposed International Finance Corporation, 
a question was raised on the means available to the Congress to obtain informa- 
tion from the International Bank for Reconstruction and Development, and from 
the International Finance Corporation once it comes into existence. 

The proposed articles of Agreement for the International Finance Corporation, 
as they relate to this subject, are identical with those of the bank. Under these 
provisions, the Congress could not subpena either the records of the institutions 
or the attendance of any governor, executive director, alternate, officer, or em- 
ployee of the institutions with respect to his official acts unless the institutions 
waived the immunity. 

However, the bank keeps its member governments and the public very fully 
informed of its activities. It publishes an extensive annual report and issues de- 
tailed financial statements every 3 months, as well as other nonperiodical publi- 
cations. The governors and executive directors are kept fully advised of its 
operations through the annual meeting of the governors and through meetings of 





INTERNATIONAL ' FINANCE CORPORATION 39 


the Executive Board. Whenever feasible, the bank is also prepared to answer 
any special inquiry that a governor or executive director may make. : 

Section 4 of the Bretten. Woods Agreements Act (22 U. S. ©. 286b) requires 
that the representatives of the United States on the bank, as well as on other 
institutions, keep the National Advisory Council on International Monetary 
and Financial Problems fully informed of their activities. The Council in turn 
is required to transmit to the President and the Congress not only semiannual 
reports with respect to the participation of the United States in the bank and the 
International Monetary Fund but also special biennial reports on the operations 


and policies of the bank and fund, covering an extensive list of subjects specified 
in the statute. 


Any specific question that Congress might have could be directed to the United 
States governor or executive director in their capacities as officers of the United 
States Government. While, even under such circumstances, confidential infor- 
mation in the bank’s files could not be made available to the Congress unless the 
bank concurred, I can assure you of the wholehearted cooperation of the United 
States governor and executive director in supplying the Congress with informa- 
tion to the fullest extent possible. 

Very truly yours, 
G. M. HumpHRey, 
Secretary of the Treasury. 

The Cuarrman. Just for the record, one other very great difference 
that was not mentioned with the Export-Import Bank is that that 
bank is primarily designed—and I guess exclusively—for the promo- 
tion of American exports. 

Secretary Humpnrey. And imports. 

The Cuarrman. This is not an American organization. This is an 
international organization which would help anybody’s exports, what- 
ever might be involved in the particular undertaking. Is that not 
true? 

Secretary Humpurey. That is correct. 

The Cuarrman. That is quite a difference. This is an international 
organization in the broadest sense, whereas the Export-Import Bank 
is an American organization with a very limited objective. Is that 
not true? 

Secretary Humpnrey. That is correct. And it seemed to us, very 
frankly, that this was a more appropriate place for this sort of an 
activity than it would be in the narrower field. 

The Cuamman. It does not exclude American exports, but that is 
not its sole objective. 

Senator Capenart. I do not think being a member of an interna- 
tional organization ought to carry with it any rights that you do not 
have as an American citizen. 

Secretary Humrurey. I do not quite—— 

Senator Carenart. Frankly, I think we ought to have the right— 
and I think every other country ought to have the right if they 
wanted to—to check into the activities of the International Bank and 
the International Finance Corporation. 

Secretary Humpnrey. Let us—— . 

Senator Carrnart. I know, of course, they take the position that 
if they permit every country who is a member to do that, all they will 
be doing is appearing before congresses of 56 nations. But I am 
not so certain that that is bad. I am frank to tell you that that is the 


one phase of this whole business I do not like. It is the one phase of 
the International Bank I do not like. It is the one phase of this Inter- 
national Finance Corporation that I do not like. The International 
Bank takes the position that we, the Congress of the United States, 
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have no right to check into their activities excepting through the 
United. States Governor, that we have no right to call Mr. Black, the 
President, over here and interrogate him. They have taken that 
OSITION. 

The Carman. Has he ever refused to come when they were in- 
vited? 

Senator Capemartr. Will you take my word for it at the moment 
that they have taken that. position? 

The Cuatrrman. Well, I think—— 

Senator Carrnarr. We have not subpenaed them, no, but you re- 
member that. we spent a lot of time last year checking into and study- 
ing the Export-Import Bank and the International Bank. An issue 
has never been made of it, and I do not want to make an issue of it at 
the moment, but I do feel that as time goes on this International Bank 
and this International Finance Corporation are going to grow to 
maybe huge proportions. They sila. 

Secretary Humpnmrey. They could. 

Senator Capgnart. If they are successful, they will. I mean if a 
thing is successful it naturally grows. The question is just how much 
authority or how little should we have as the Congress of the United 
States in an international organization of this sort in which we hold 
a third of the stock. 

Secretary Humrurey. Let me—— 

Senator Carenart. We are putting up a third of it at the moment 
for the International Finance Corporation. They are given the right 
to go out and sell debentures in the United States, which brings me 
up to this question: 

If the International Bank has the right to go out and sell debentures 
in the open market to create funds to loan to foreign countries, why 
do we not give the Export-Import Bank the right to do exactly the 
same thing? 

Secretary Humenrey. I think we could if we wanted to. 

Senator Carenart. I know, but why do we not want to? That is 
the point. I know we could if we wanted to, but why do we not do it? 

Secretary Humrurey. Up to date there has been no necessity for 
it. Up to date we have had sufficient funds to do all the business the 
Export-Import Bank could properly do without the sale of bonds. 

Senator Tesieesaii There evidently has been a need for it or there 
would not be a need for the International Finance Corporation we 
are talking about. 

Secretary Humrpnrey. No; it is quite a different thing. The Ex- 
pot ee bank is in no way an alternate for the International 

inance Corporation. They are in separate fields. They are in com- 
pletely separate fields. They are not alternatives. 

Senator Carenart. They may be at the moment, but my point is 
Mr. Secretary, why should they be in separate fields? Why should 
we not give the Export-Import Bank the right to do exactly what we 
are going to give the International Finance Corporation the right 
todo. Give them the right to sell debentures in the United States 

Secretary Humpnrey. Now, Senator, wait a minute. I do not 
think = want to start out equity financing to all the people all over 
the world. 

Senator Carrnartr. Then why do you want the International Fi- 
nance Corporation ? 





INTERNATIONAL FINANCE CORPORATION 41 


Secretary Humpnrey. Because we have got $2 of the other fellow’s 
money in here for every one. They are putting money up, too. 

Senator Carguartr. Mr. Secretary, they are going to sell debentures 
in the United States to the American public. 

Secretary Humpnrey. Not just the United States. You sell them 
where people have got money to buy them. They may sell them in 
Canada, or somewhere else. If they start selling securities, they 
will sell them wherever people have got money to buy them. 

Senator Caprgenarr. I am not at the moment against the Interna- 
tional Finance Corporation, but I would like to take the position that 
I think we ought to give our own wholly owned international bank, 
the Export-Import Bank, at least the same rights that we give an 
international bank in which we only own a third interest. 

Secretary Humpurey. Well, there are both rights and obligations, 
and personally I wonder a good deal if we want to have our Treasury, 
which in the present status of the Export-Import bank——. 

Senator Capenart. I am talking about changing the rules of the 
Export-Import bank and permitting it to sell debentures, to permit it 
to i exactly that which you permit the International Bank to do. 

Secretary Humpnrey. If this succeeds and if there is a demand for 
it, it may be you will want to authorize it. 

Senator Carenarr. There has to be the demand or there would not 
be the demand for the International Bank. 

Secretary Humpurey. No, there is not any demand yet. That is 
what we are looking for. We are going to try to find out if there is 
a demand for profitable investment. I donot know. That is exactly 
what I told you. The United States Government is desirous of pro- 
moting good relations in the rest of the world as well as we can 

Senator Caprnart. That is right. 

Secretary Humpnrey. And protecting our position in the trade of 
the world. And with respect to good feeling and participating with 
them to the extent that it is desirable to do so, practical and profitable. 

Now, we do not know. I do not:know whether this thing will work 
or whether it will not. This is an experiment as far as I am con- 
cerned. This is purely an experiment to try. And, as I said right in 
the beginning, if they are both smart and lucky, they may develop 
something that is very worthwhile. Now, if they do not, we have 
hazarded this amount of money along with the $2 of some other fel- 
low’s money and it has not worked out and that is that. But until we 
know that there is a demand and it does work and is a successful 
thing, I do not see any reason for changing the Export-Import bank. 
The Export-Import bank fills a good place, does a good job, and we 
know it runs well. I do not see any reason for mixing it all up until 
we know whether there is something for it to do. 

If the time comes when there is something for it to do, then you 
may very well consider a similar thing as an adjunct of the Export- 
Import bank or a perfectly independent affair. 

Senator Carenart. Mr. Secretary, you and myself and others, of 
course, feel that there is a need for funds available to be loaned in other 
countries for investment purposes. Now, the question is: Is it better 
to loan them through the International Bank and the new Interna- 
tional Finance Corporation or the Export-Import bank ? 

Secretary Humpnrey, Now, Senator—— 
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Senator Carenart. My point is I think maybe you could do a little 
of all three. 

Secretary Humpnrey. Well, there is just one difference between 
you and me in this matter, and that is this: You say there is a need 
for funds to be loaned. 

Senator Carenart. If there is not any need, then I am not going to 
vote for the International Finance Corporation. 

Secretary Humpnurey. I do not know whether there is a need or not. 
And I put that on this basis, and let us have it perfectly clear: There 
are many things that funds could do in other parts of the world if the 
other parts of the world were ready and willing and anxious to have 
those funds come there and provided the background and the legal 
responsibilities that are required to attract the funds there. 

Now, there is a lot of money in this country, in America. There is 
a lot of money seeking investment in America. That money is not 
going to go into places where it is not desired, where it is not welcome, 
or where it is not sought and properly protected. I know there is 
money in this country seeking investment. Until there are more 
places in the world that really want that money and will do the things 
that are required to get it, they are not going to get it. 

Now, when I say I am not sure what demand there is, I mean: 
What demand is there by people who are willing to do the things that 
are necessary to entice the money to come to them? You might have 
many places where there is good use for money, but unless they are 
willing to do the things that will entice it to come there still is not a 
demand. 

Senator CapeHart. I thought it was a good place to ask the ques- 
tion as to why we do not permit our own Export-Import Bank to do 
everything that we permit the International Bank to do and that we 
are going to permit the International Finance Corporation to do. 

Secretary Humpnrey. I think the answer is that this is an experi- 
ment that we are trying in various places in the world that can better 
be tried this way than it can any other way that we know of. If it 
succeeds, and if a demand develops, we can prepare to satisfy it. 

Senator Carpenart. That is all I have. 

The Cuatrman. For the record, I wanted to make it clear that this 
power to borrow funds by the proposed Corporation is subject to the 
approval of the respective country where they may wish to sell their 
debentures. 

Secretary Humpnrey. That is right. 

The Cuarrman. They will be subject, of course, to whatever ex- 
change restrictions may exist in any particular country. But as ap- 
plied here, they have the power to borrow. I mean the International 
Finance Corporation will have the power provided we approve it. 

Secretary Humpnrey. If we approve it. 

The CHarrman. We will have the right to deny their right to do it. 

Secretary Humpurey. That is right. And the same applies in 
other countries. ; 

The CuarrMan. But with regard to that power to sell, existing com- 
panies all over the world now have the right to come here and sell their 
securities if anybody will buy them. | 

Secretary Humpurey. If they comply with our laws. 

The Cuarrman. That is what I mean. -We have no prohibition 
against an English company coming in here and selling debentures in 
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New York if anybody will buy them, assuming they abide by the SEC 
regulations or any other regulation that may be involved in that par- 
ticular transaction. 

Senator CareHart. Will the Senator yield? 

The CHarrman. Yes. 

Senator Carenart. The difference here is that the Federal Govern- 
ment guarantees these debentures that are sold by the International 
Bank up to nearly $3 billion, so they are just for all practical purposes 
the same as Government bonds. We guarantee them up to the extent 
of our subscription to the International Bank, which is $314 billion. 
I think that is the figure. 

Secretary Humpurey. That is about right. 

Senator Carenart. So what you are doing is permitting the Inter- 
national Bank to sell debentures guaranteed by the United States 
Government up to the amount of their subscription, which is a little 
over $3 billion. 

Secretary Humpnurey. A total subscription of $3.175 billion, of 
which 80 percent is subject to call only to meet obligations of the bank. 

Senator Carenart. All I say is: Should we permit the Export- 
Import Bank to do the same thing? I am just vo i the question. 

The Carman. Mr. Secretary, with regard to foreign investment, 
it is often mentioned that the tax situation is a very serious deterrent. 
Do you think that the tax situation, either United States taxes or for- 
eign taxes, needs changing, and do you think the tax situation is so bad 
that all our attention should be devoted to that rather than trying 
such measures as the International Finance Corporation ? 

Secretary Humpurey. No; I do not think all our attention should be 
devoted in any one direction. I think that we should attempt to cover 
the field of opportunity as far as we can. 

Now, as you know, we did propose an extension to American firms 
in other countries of the world of the tax benefits which exist for those 
in the Western Hemisphere, and that was proposed to the Congress 
last year and was turned down. It is to be proposed again—to extend, 
with some modifications, the Western Hemisphere Trade Corpora- 
tion provisions to all of the world. That will give some advantages. 

Now, that is, I think, a desirable thing to do, although you get into 
many, many complications in these tax arrangements. They are diffi- 
cult, and they carry burdens and complications as well as advantages. 

The CHarrman. I have seen the proposal discussed in the press 
that if a company is doing foreign business and makes money and then 
reinvests it, if it continues to ‘reinvest it, some allowance should be 
made by our tax laws on those earnings or the amounts reinvested. 
What do you think of that? It always struck me as a rather reason- 
able proposal. , 

Secretary Humpurey. Well, the Western Hemisphere Trade Cor- 
poration’s treatment, of course, does make some allowance for it. 

The Cuamman. What is that allowance? Can you recall what it 
is? 

Secretary Humpurey. As I recall it, it is 36 pereent instead of 52. 
I think it is 36 instead of 52 percent tax. 

The Cuarrman. On the amount reinvested ? 

Secretary Humpurey. No. 

The Cuarmman. Or just on the earnings? 
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Secretary Humrnmrey. On the earnings. 

The CuarrMan. Itis just a lower rate? 

Secretary Humpurey. It is a lower rate. 

The Cuairman. On the earnings? 

Secretary Humrnurey. Thatisright. It is 38,not 36. 

The CuarrmMan. What I saw proposed was for some of our compan- 
ies doing business in South American countries—actually that was 
the example that I saw discussed—the amount of their earnings they 
reinvested, capital investment, in the respective country would simply 
not be taxed either at all or for a period. 

Secretary Humpnrey. Well, that is a different approach to it—as to 
whether foreign earnings should be taxed at all. 

The Cuarrman. Yes; we do tax them. 

Secretary Humpurey. Up to date we have not thought that that was 
a desirable thing todo. There are lots of complications. 

The CHarrman. It would encourage investment, however, would it 
not ¢ 

Secretary Humrnrey. It might. But whether it is really fair or 
not to American taxpayers is quite a question. There have to be a lot 
of limitations on it. 

The CuarrMan. I know it is difficult. It is like depletion. There 
is certainly an obviously greater risk—at least we think so—in invest- 
ing in foreign countries. 

Secretary Humenrey. That is right. 

The Carman. We make allowances in our domestic taxes for situ- 
ations with unusual risk, and we allow depletion charges, and so on. 
It is sort of a similar theory. 

Secretary Humpnrey. That is why we adopted the reduced rate for 
Western Hemisphere Trade Corporations—because that is compensa- 
tion for the added risk. But it does not go the whole way of tax 
elimination. 

The Cuarrman. Anyway, that is something that might well be 
considered in connection with the same problem. 

One further question. Do you think this may well have any in- 
fluence upon our balance-of-payments situation with the rest of the 
world? Willit tend to improve that ? 

Secretary Humpurey. It would tend—it will depend, of course, on 
how important it is. 

The Cuarrman. If it is successful ? 

Secretary Humrnurey. What it growsto. Yes; how successful it:is. 

The Cuarrman. If it succeeds, would you say it is at least a step 
toward substituting trade for aid? 

Secretary Humenurey. That is right, if it succeeds. 

The Cuarrman. You visualize that this contribution of $35 million, 
if it succeeds, could well take the place of continued aid; could it not! 

Secretary Huwenrey. I think this is a good experiment and well 
worth trying. 

The Cuairman. Thank you very much, Mr. Secretary. I think it is 
a very interesting proposal, Personally, Iam very favorably inclined 
toward it. 

Secretary Humenrey. Thank you very much. 

The Cuarrman. Did Mr. Burgess wish to say anything for the 
record while he is here ? 

Mr. Burerss. No; thank you. 
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The Cuarrman. We would welcome any statement if you would 
like to make one. 

Mr. Burcrss. No. Lagree entirely with the Secretary. 

The Cuarrman. The next witness is Assistant Secretary of State 
Samuel C. Waugh. Mr. Waugh, will you come forward, please? 

Do you have a prepared statement ? 


STATEMENT OF SAMUEL C. WAUGH, ASSISTANT SECRETARY OF 


STATE FOR ECONOMIC AFFAIRS, ACCOMPANIED BY HAMLIN 
ROBINSON 


Mr. Waveu. Yes. 

The CuatrrMan. You may proceed. 

Mr. Waveu. Shall I seed the statement ? 

The Cuarrman. If you wish, put it in the record and condense it or 
whichever you prefer. 

Mr. Waveu, It is rather short. I think probably it would be just 
as simple to read it, Mr. Chairman, and then you can ask me any ques- 
tions following it. 

The Cuarrman. You may proceed. 

Mr. Wave. Today I am a t-Bpe on behalf of the Secretary of 
State in support of S. 1894 which would authorize the President to 
accept United States membership in the International Finance Cor- 
poration, and the Secretary of the Treasury to pay the United States 
subscription to its capital. The International Finance Corporation 
is a collective effort to stimulate economic development through pro- 
ductive private enterprise. 

The Secretary of State, as a member of the National Advisory 
Council on International Monetary and Financial Problems, fully 
concurred in the decision of that Council last November to recom- 
mend the United States participation in this collective effort. As 
you know, the President approved the recommendation and made 
it an important part of the foreign economic policy recommendations 
which he sent to the Congress last January 10. 

It is probably not necessary for me to review the details of the 
proposed International Finance Corporation and its operations. These 
have been very adequately covered by Secretary Humphrey, and I 
understand General Edgerton will follow me and present the position 
of the Export-Import Bank. Rather, I will aiitome myself briefly 


to the foreign policy aspects of the International Finance Sueere: 


tion and then try to answer any questions the committee may have. 

Since the war, the United States has undertaken a number of meas- 
ures designed to assist and encourage the countries of the free world 
to rebuild and strengthen their economies. Initially the major effort 
was in Europe, where the war and its aftermath had left extensive 
oe damage and had dislocated normal channels of trade. As 

estern Europe regained its economic strength it became possible 
to terminate practically all economic aid to that area. Meanwhile, 
imereased assistance is being extended to the underdeveloped countries 
whose economic growth is so vital to the entire free world. A program 
of technical assistance and cooperation was instituted, and both the 
Export-Import Bank and the International Bank for Reconstruction 
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and Development have been active in making loans for the construction 
of basic facilities and the purchase of capital equipment. 

At the same time we hoped that a substantial flow of private inter- 
national investment would take place. Private investment normally 
takes with it not only capital but also the technical competence and 
managerial skills whose absence is Soanay a greater bar to economic 
development than is the lack of capital. 

Actually, however, the international flow of private investment 
funds to many underdeveloped countries has not been spectacular 
during the 10 years since the war. Furthermore, this investment 
has tended toward concentration in certain areas and in a limited 
number of industries. For this there have been many reasons, of 
which the committee is well aware. 

Nonetheless, we in the United States remain firmly convinced that 
the private-enterprise concept of investment, whereby economic de- 
velopment is financed largely through investment by individuals 
or private companies, is the soundest basis for sustained economic 
progress. We have endeavored to foster this concept in many ways, 
and there is considerable evidence that its basic validity is being 
increasingly recognized in many countries outside the Soviet orbit. 

Our participation in the International Finance Corporation is thor- 
oughly consistent with this objective. The sole purpose of the Corpo- 
ration is “to further economic development by encouraging the growth 
of productive private enterprise in member countries.” Moreover, 
during the period when the International Finance Corporation was 
being discussed and considered, it became apparent that a good many 
countries were seriously interested in the cooperative effort to that 
end which it represented. This interest was not confined to the under- 
developed countries wherein the new Corporation is expected to be 
especially active. Some of the European countries whose economies 
had been restored with the help of the Marshall plan were interested, 
and now it appears that practically all of these European countries 
will become members of the new Corporation. In fact, their com- 
bined subscriptions to its capital are approximately equal to our own 
proposed subscription. That is, the European countries alone. The 
total subscription is, as has been said, twice as much. 

Senator Capenart. Will you yield? How many countries have 
already agreed ? 

Mr. Wavuen. Forty-two, I understand, have indicated their inten- 
tion to join, subject to legislative concurrence in many cases. Two 
have not. 

Senator Carenart, Which two? 

Mr. Waven. The two that have not have been Finland and 
Nationalist China. 

Participation by the United States in a cooperative effort of this 
kind, whose basic purpose accords with our own convictions and ap- 
proach to economic growth, is in our opinion consonant with our 
position of leadership. 

The International Finance Corporation is frankly acknowledged 
to be experimental in nature. It is, in effect, an experiment in the pub- 
lic encouragement of private enterprise, in ways which donot involve 
the new Corporation in the ownership or management of private 
enterprise or in the major financial risks of any individual enterprise. 
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If it is successful in this endeavor, it would have contributed materially 
toward encouraging private capital to assume major importance in 
world economic activity. 

Senator Capenart. Would you mind yielding? 

Mr. Wavueu. Any time. 

Senator Carenarr, I do not understand this statement: 


It is, in effect, an experiment in the public encouragement of private enter- 
prise, in ways which do not involve the new Corporation— 


the Secretary of the Treasury said that, too— 


in the ownership or management of private enterprise or in the major financial 
risks of any individual enterprise. 

What sort of a piece of paper in this finance company going to take 
when it puts its money in? 

Mr. Waven. Senator Capehart, the point that I am trying to make 
there is, first, that the Corporation will not hold any equity owner- 
ship in an enterprise but will hold obligations to pay. 

Senator Capenarr. What sort ? 

Mr. Waveu. You will have debentures or convertible debentures 
or income debentures. 

Senator Capenart. In other words, you are talking about it like 
preferred stock or bonds or debentures, but no common stock, no 
equity. What will happen if they default on these debentures or these 
bonds? Then you will have ownership, will you not ¢ 

Mr. WavG6u. Then you will have to go through the normal processes, 
yes, sir; and the Corporation might have to step in to protect its in- 
vestment. It would have no common or preferred stock, and no man- 


agement functions. That is distinctly precluded. But you will have 
promises to pay of various types. 


Senator Capenart. Who is going to be the judge as to which of 
these few companies get this $100 million? $100 million is not a very 
large amount in the terms in which we deal with money today. Who 
is going to be the judge as to who gets it? 

Mr. Wavuen. That will be the sole responsibility of the board of 
directors of the International Finance Corporation. 

Senator Carenart. No criteria will be set up at all? 

Mr. Waveu. I am sure they will set up criteria. For example, the 
Corporation would take only a minority interest in any investment 
regardless of what form it was in, 25 percent for instance. Now, I do 
not think that particular figure has been set down in a hard-and-fast 
rule, but that has been the conversation that has taken place. 

Senator Carenarr. No more than 25 percent in any one project? 

Mr. Waveu. Yes, sir. Not 25 percent of the $100 million, sir, but 
25 percent of the investment that is made in any individaul project. 

Senator CapenArt. Well, you could have a project with $400 mil- 
lion. They would not put $100 million in one? 

Mr. Waveu. No, sir. On the other hand, if a company had a $10 
million investment, the Corporation might normally not put over $214 
million in. 

‘Senator Capenarr. I see. We have been stressing that this would 
have nothing to do with management or with owning an equity stock. 
What is the chief purpose behind that ? 

Mr. Waveu. The chief purpose behind the management point is 
the feeling that the Corporation should not become involved in man- 
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agement, that that should be the responsibility of those who put in 
their equity capital along side of the advances made by the Corpo- 
ration. 

On the question of equity, that was the most highly controversial 
factor—as to whether or not an international organization should 
invest in equity capital on which the mature judgment of most people 
was that it would be unwise for the Corporation to do it. 

Senator CapeHart. Do we have any place an example of the kind 
and type of a company that they would loan money to? 

Mr. Waueun. I have several. 

Senator Carrnart. For example, would it be to produce oil or to 
fabricate steel? Do we have any concrete examples of the kind and 
type of businesses ? 

Mr. Waveu. I have some illustrative examples of hypothetical 

cases, yes, sir. 

Senator CarenArt. That is what I mean. 

Mr. Waueu. Yes, sir. There are several pages of them, and there 
are five different examples. 

The CHarrman. Would you submit those for the record, Mr. 
Waugh? 

Mr. Waveu. I will be very happy to submit them for the record. 

(The material referred to is as aes :) 


INTERNATIONAL FINANCE CORPORATION : ILLUSTRATIVE EXAMPLES OF INVESTMENT 
PROPOSALS 


The following are illustrative hypothetical examples of investment proposals 
which might be brought to the International Finance Corporation. In the 
interest of simplicity all capital requirements in these cases are expressed in 
terms of dollars rather than in the variety of currencies which would necessarily 
be involved in actual proposals. In practice, proposals would, of course, cover 
a wider range of investment fields and present far more variety and complexity 
in their financial aspects. 

These examples do not describe the forms in which the Corporation might 
make its investments. Under the Corporation’s charter, investments may: be in 
any form which is appropriate in the circumstances and is permissible under 
applicable local law, subject to the single restriction that the Corporation may 
not invest in capital stock, common or preferred. For example, in appropriate 
cases, the Corporation’s investments may take the form, among other things, of 
ordinary debentures, debentures convertible into stock when held by a purchaser 
from the Corporation, income debentures, debentures with rights to participate 
in profits, or a combination of any of them. In each case, however it is expected 
that the Corporation will make its investment on terms providing for a financial 
return commensurate with the risk undertaken. 

1. An American textile company wishes to open:a mill in a foreign country. 
The financial requirements are $2 million for imported equipment and $1 million 
for local expenditure and working capital. Although the company has ample 
capital and long domestic experience, it is unfamiliar with foreign business 
and unwilling to risk much in its first venture abroad. It proposes to form a 
subsidiary in which it is willing to invest $1 million. It asks the Corporation 
to explore with it the possibility of securing local capital for the undertaking 
and to provide whatever portion of the remaining $2 million cannot be financed 
locally. 

2. A small country approaches the Bank with a request to finance a cement 
plant to be owned and operated by the government. The plant is to be located 
in an area which is far from any other source of cement and to which cement 
can be transported only at high cost. The government would prefer to have the 
plant privately owned and operated, but is unable to interest a private group 
in the project although it appears likely to be extremely profitable if efficiently 
operated. The government therefore proposes to borrow the required funds. 
from the Bank with its guaranty, as required by the Bank’s charter. The. 
Bank knows of a well-established cement company in an industrialized country 
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which is ready and willing to provide some equity capital for the project but 
does not want to accept a loan guaranteed by the government. After consulta- 
tion with the Bank and the government, the company agrees to undertake the 


project and provide part of the required funds and applies to the Corporation 
to finance the balance. 


3. A group of potential investors in a less developed country approach a 
New York investment banker with a proposal to finance a fish cannery in their 
country, estimated to cost $3 million. They can raise $1 million, and ask the 
investment banker to raise the remaining $2 million and to find experienced 
management. The banker interests an experienced California fishing company 
which is willing to invest $1 million and to undertake the:management if it can 
get an opportunity to buy control at a later date. The investment banker asks 
the Corporation to provide a loan of $1 million, offering to give the Corporation 
debentures convertible into common stock by a purchaser from the Corporation. 
The fishing company proposes that it be given a first refusal on any sale by the 
Corporation of its convertible debentures. 

4. A Buropean chemical company proposes to start a plant in a less developed 
country. The company can obtain in its own country all the necessary equip- 
ment but it can supply only a portion of the funds required for local currency 
expenditure abroad. It cannot obtain any equity capital in the underdeveloped 
country and only a limited amount, of loan capital and that at short term. It 
asks the Corporation to provide a share of the funds required for construction 
and working <apital. 


5. A profitable newsprint company in a less developed country wishes to expand 
its plant, at an estimated cost of $5 million. The owners of the company are 
willing to put up half of this amount but need outside financing for the remainder. 
There is available capital in the country, but local investors are not accustomed 
to purchasing minority stock interests in corporate enterprises. The company 
believes*that if the Corporation invested: in. the enterprise: local investors would 
also be willing to participate. Accordingly, the company asks the Corporation 
to explore with it the possibility of raising the required capital locally and, 
if necessary, to provide any balance of the funds not so raised. 

Senator Carenart. Tell us a little about them. 

The CuatrmMan. Describe them. 

Mr. Waveu. First, Senator, I think there is a common understand- 
ing that the International Finance Corporation would not go into 
the extractive industries. In other words, there is plenty of private 
capital available for the extractive industries. And one of the cardi- 
nal principles of this organization is that it should not compete with 
private capital but should encourage private capital where it will 
not now go in. 

For example, an American textile company wants to open a mill in 
a’ foreign country, the financial. requirements .being $2 million for 
equipment and $1 million for local expenditure and working capital 
in the country. The company does not want to obligate itself for the 
entire amount but it is willing to put a million ‘loliere into this cor- 
poration. The International Finance Corporation could loan a mil- 
lion dollars and they might get a million dollars from the domestic 
people to form a local corporation jointly owned. Now, the Finance 
Corporation would place its money in the form of an I O U depending 
upon 

Senator Carrnart. A debenture maybe or a bond ¢ 

Mr. Waueu. Yes, sir. Without any restriction. 

Senator Carpnarr. Without requiring any membership on the 
board-of directors ¢ 

Mr. Wauen. Yes, sir. 

Senator Carenart. Or having anything to say about it at all? 

Mr. Waveu. Or the management. ; 

Senator CapeHart. Would they require that their working capital 
be retained at a certain level? 
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Mr. Waveu. I am assuring so. On any good deed of trust that is 
one of the requirements in making a loan. 

As another example, a group of investors might come to this country 
and want to get a fish cannery for their Se area that costs $3 
million. They can raise $1 million, and they ask a private investment 
banker to arrange the additional $2 million. Well, the International 
Finance Corporation could put up one and the banker could get a 
million dollars more in some other form from the private market, 
preferably from a company already engaged in fish canning which 
would undertake the management. 

Senator Caprenart. On the million dollars that the International 
Finance Corporation would put up, they are going to be permitted, 
however, later to sell it to some private enterpriser if he wants to buy 
it; are they not? 

Mr. Waveu. At any time they want tosellit. That is the thought— 
to keep it in the form of a revolving fund ; yes, sir. 

Senator Carenart. Is this a good place to ask you the same ques- 
tion I asked the Secretary? Why can we not do this just as well under 
the Export-Import Banks? What advantage is there to the United 
States to go into the International Finance Corporation when they 
could do it just as well through the Export-limport Bank? Or let 
me put it this way: Why should we not do both ? 

Mr. Wavuen. Well, I have a small daughter that I used to ask if 
she wanted pie or cake for dessert, and she always said, “Both.” An- 
swering your question specifically, 1 have one reason why in this type 
of financing I think it is better to do it on an international basis, and 
it isa reason that the Secretary did not bring out. 

Senator Carenarr. I am looking for some good reasons. 

Mr. Waven. The point I would like to make is this, Senator Cape- 
hart: In the last 2 years I have heard more conversation with refer- 
ence to sending private capital abroad, and it has always been on 
the basis of 75 percent as to what we should do and 25 percent as to 
what the other country should do. Now, I am a little bit obtuse 
perhaps on it, but I think we have it reversed. I think we should 
spend 75 percent of our time on what the receiving country should 
do and 25 percent here. 

Now, my point is that in an international organization where the 
country is receiving money for its own enterprises, there is a respon- 
sibility for doing the things that need to be done in that country to 
attract the capital. 

Senator Carenarr. You mean if private industry had a part in it? 

Mr. Waven. Yes, sir. 

Senator Carrnart. Because Government is going to have nothing 
to do with it. 

Mr. Waven. It could or could not. But it is not anticipated that 
it would. The private industry in the country could have more in- 
fluence with that Government in getting the Government to do the 
things that we in the State Department think should be done to attract 
the capital than we could if we went in bilaterally with Export- 
Import financing, because it would look like we were dictating the 
terms, whereas if they have an interest themselves in this operation, 
they will see that the things are done in the country that need to be 
done to attract capital. 
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To me, that is the most important reason for having this on an 
international basis. 

Senator Capenarrt. I still do not follow it, I am sorry to say. 

Mr. Waveu. Well, I will start over again. 

een te This is a matter of human relations you are talking 
about ¢ 

Mr. Waueu. Yes, sir. 

The Cuarrman. There is nothing peculiar about finance. It is 
who influences that particular government to follow certain policies. 

Senator Capenarr. I thought it was definitely understood that the 
governments in the respective countries would have absolutely nothing 
to do with it, that it was to be with private enterprise. 

Mr. Waveun. That is correct. 

The Cuarrman. It is not quite correct in my understanding. It is 
simply that they do not guarantee. They may well have something 
to do with it. You are not excluding that. In fact, you cannot ex- 
clude their having something to do with it. They simply do not 
guarantee it. 

Senator Carrnart. Let me correct it. They do not guarantee. 
They have nothing to do with it as far as guaranteeing. 

Mr. Waveu. That is what I understood your point to be, and your 
point, Mr. Chairman, is the point I am trying to bring out. The 
greatest deterrent to the flow of private capital abroad is the restric- 
tions that the respective countries have or the treatment that the 
respective countries have with reference to the private capital that 
wants to go from this country abroad. I feel, Senator Capehart, that 
if these governments have a part in an international organization and 
their businessmen cannot get money from the International Finance 
Corporation because of certain deterrents in their own country, that 
the Pobthaiaaai in that particular country will go to his government 
and say, “Now, we cannot get any money because 1, 2, 3.” 

Senator Carenart. He could do the same thing if the Export- 
Import Bank were doing business with him. . 
Mr. Waveu. He could. The difference is that it looks as though 
when we are making the loan we are dictating to them, whereas if he 
is a member of the organization it is part of his responsibility to do it. 
Now, that one little point to me is the governing factor, because you 

know my relationship with the Export-Import Bank. 

Senator Carenartr. Yes. We are not being critical. We are just 
trying to get the facts here in connection with this whole business. 

Mr. Waveu. I understand. 

Senator Capenart. I was not trying to be critical of the Secretary. 

Mr. Wavon. I understand. 

Senator Carenarr. I just wanted to get some of the facts. I am 
trying to get the facts as to bin 4 we should not permit our own Export- 
Import Bank to do that which we are willing to permit an interna- 
tional finance corporation to do, instead of having both. 

The Cuarrman. Is it not a little like this: I am more responsive to 
some letter from Little Rock than I am to one from Omaha? 

Mr. Waveu. You still have interest in Omaha. 

The Cxuatrman. I have interest in Omaha, but it is not quite the 
same. 3 

Senator Carrnarr. I am very vitally interested in seeing, of course, 
that business and banking in the United States become the big bankers 
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of the world for many, many hundreds of years. I do not want to 
get tied into international organizations here that we do not control 
that some of these days may decide to take the business some place else. 

Mr. Waveu. I understand your point, and I was trying to bring 
out two points, one that the Secretary did bring out that this is more 
risk than the other loans 

Senator Carenartr. Would it not be a good thing to have a little 
competition in this thing too? We hear so much about competition. 

Mr. Wauau. I do not preclude the Export-Import Bank from going 
into this field in my testimony, sir. 

Senator Cargrnarr. I know that. But the point is that they are not 
doing it now. 

Mr. Waueu. That is correct. 

Senator Capenarr. And yet we have the Export-Import Bank set 
up. They have been in business since 1934 with a fine record. They 
made $60 million last year in profits. They are not permitted to do 
this. Yet we are going into a new organization here now—which we 
frankly admit isan experiment. We are going to put $35 million into 
it to start with, and that is just the beginning. Next year you will 
be back for $100 million more or $200 million. At least, that has been 
the history. 

My point is why should we not pass a law simultaneously with this 
one, just amend this one or put in a new one, to permit the Export- 
Import Bank to do exactly what we are going to vote to put our $35 
million into the International Finance Corporation to do? 

Mr. Waveu. Is that a question or a statement ? 

Senator Carenart. That is both. 

Mr. Wavueu. I was not sure. Well, I would rather 

Senator Carrenartr. I know you cannot answer. Nobody can 
answer. 

Mr. Waveu. I defer to General rton. 

Senator Carenarr. I do not know that I can answer it without giv- 
ing more thought to it. Maybe General Edgerton can answer. 

The Cuamman. Would you go ahead, sir? 

Senator Carruarr. My point is maybe we ought todo both. Maybe 
they ought to be competitive. If they are going to get the dollars in 
the United States and they are going to sell their debentures to the 
American public—and they are going to do it for this International 
Finance Corporation; do not let anybody fool you about that—why 
should we not compete with them ? 

Mr. Waven. On selling in the domestic market, Senator, I think 
one of the most encouraging things in the International Bank picture 
has been the increased sale of International Bank obligations abroad 
since the countries abroad got back on their feet. That has been one 
way that they have been able to get money from Europe to loan. 

Senator Capenart. They have been increasing. 

Mr. Waveu. Very definitely increasing, and encouragingly so, I 
think. 

Senator Carrnart. I am not against the International Bank, and 
I am not against the monetary fund. I do not think I am against the 
International Finance Corporation, except that there are a number 
of questions that I would like to see answered. I would like to see 
us, simultaneously with agreeing to this, permit our own International 
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Bank, which is the Export-Import Bank, to do exactly the same thing. 
In other words, I do not know why we go into a new organization here 
and permit them to do something that we deny our own international 
bank, which is the Export-Import Bank. Mamba there isa good reasen 
for it. I have an open mind on it, but I am just thinking about it. 

Mr. Wavuen. The fact that the new Corporation will be closely 
affiliated with the International Bank for Reconstruction and De- 
velopment is assurance that its affairs will be conducted in furtherance 
of its basic purpose and in the best interests of all its members. 

Your attention is called to article I, subsections (ii) and (ili), 
describing certain nonfinancial activities of the International Finance 
Corporation. These sections require the Corporation to act as a sort 
of clearinghouse in bringing investment opportunities together with 
sources of private capital and experienced management, and to help 
its member countries create the conditions necessary to the flow of 
private capital, both domestic and foreign, into productive investment. 

This committee is aware that the Department of State and certain 
other agencies of the Government are already carrying on some activi- 
ties of this kind. There are limits, however, to the effectiveness of uni- 
lateral efforts in these fields, and quite frequently the similar efforts of 
an international agency may be more fruitful. As an international 
agency, the Corporation will tend not to be identified with the special 
interests of any one of its members. It will also be in a position to es- 
tablish direct relationships with the world’s principal capital markets. 
In addition, the experience gained from its own participation with 
private investors in specific investment projects should be useful in 
dealing with many of the problems which impede private investment. 
The Corporation’s activities will not be limited to the encouragement 
of foreign investment; it will be prepared to invest in partnership 
with local investors and, of course, many of the factors which impede 
foreign investment in a country also impede investment by its own 
citizens in productive enterprises. 

In closing may I mention briefly the relationship of the Interna- 
tional Finance Corporation to certain other broad aspects of our foreign 
policy objectives. Every country in the free tte capital for 
its own economic growth, which in turn affects the combined eco- 
nomic strength of the entire free world. The increased flow of in- 
vestment also means higher levels of international trade, an objective 
to which we are firmly committed. If the private enterprise system 
can further demonstrate its resourcefulness and ability to produce 
the sound economic growth and higher living standards to which men 
everywhere aspire, much will have been done to offset the false allure 
of the Communists. I believe that organized in the manner recom- 
mended the International Finance Corporation can make a significant 
coritribution to the achievement.of this goal, and in a manner com- 
pletely consistent with American concepts of private enterprise. 

The Cmairman. Mr. Waugh, do you think that if this agency suc- 
ceeds in its purposes that that will in itself increase the foreign markets 
for our products in this country ? 

Mr. Wauan. Yes, indeed I do, sir. 

The Cuamman. Simply, it is a step toward substituting trade for 
aid in our foreign polic resi or 

Mr. Waseem ok-wonl certainly hope it would be, yes, sir. 


The Caatrman. Any further questions, Senator Capehart? 
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Senator CareHart. I do not believe so, Mr. Chairman. I am not 
against this. I am a great believer that if you are going to build up 
the standard of living and conditions of the underdeveloped coun- 
tries you have got to put people in a position to create jobs for their 
own people. If you are going to do that that means they have to 
make many of the things that they sell among themselves. History 
has proven, of course, that the most highly industrialized countries 
with the highest standards of living are the best customers for our 
own country. An effort is being made in this instance to do that. In 
other words, what this does if it works is to create jobs. That is what 
it amounts to. It sets up a new business or it revitalizes an old busi- 
ness and should create more employment. If it doesn’t do that, then 
it will not accomplish its end result. But I want to know why we 
do not simultaneously with this permit our own Export-Import Bank 
to do the same thing. 

The CHarrmMan. Thank you very much, Mr, Waugh. Mr. Edger- 
ton, we desire your services very much. We are very happy to have 
you this morning. You have a statement, I believe. You may pro- 
ceed. ,Senator Capehart will be right back. 


STATEMENT OF GLEN E. EDGERTON, PRESIDENT, EXPORT- 
IMPORT BANK, ACCOMPANIED BY WALTER C. SAUER, VICE 
PRESIDENT, EXPORT-IMPORT BANK 


Mr. Eperrron. It is a pleasure to appear before your committee in 
support of action by the Congress, as recommended by the President 
on May 2, to authorize United States membership in the proposed 


International Finance Corporation. 

Assistance in furthering sound economic growth throughout the 
world, and particularly in the less fully developed countries, is an 
important element in the policy of the United States. Such growth 
makes possible improved levels of living which fortify free social 
and political institutions. Continued and expanding development 
abroad, and especially in the underdeveloped countries, increases the 
volume of international trade to the mutual advantage of the United 
States and its trading partners everywhere. 

To accomplish these ends, capital must be invested abroad in ever- 

increasing amounts. The investment of such capital is and should 
continue to be the field for private investors to the maximum extent 
vossible. 
Public funds should not be the source of capital for international 
investment except for useful purposes for which private funds can- 
not be obtained on reasonable terms. Furthermore, public funds 
should not be generally invested in forms which entail the exercise or 
control of managerial functions in normal business activities. The 
provision of equity investment, therefore, should be a function of pri- 
vate capital. 

However, in the circumstances that exist in much of the world today, 
private capital is unable or unwilling alone to establish or expand 
foreign business enterprises to the desirable extent. Thus assistance 
from public funds is required. In many such instances the necessary 
public investment may constitute only a fraction of the total financing 
needed. For the best results, these investments usually should not 





INTERNATIONAL FINANCE CORPORATION 55 


entail any guaranty of repayment by the government of the recipient 
country and, in the case of a new enterprise, often should not involve 
at the beginning a fixed and inflexible amortization schedule. 

Provision of financial assistance under these conditions by the Ex- 

yort-Import Bank or the International Bank for Reconstruction and 
Dneeadoumeent is not appropriate. The Export-Import Bank is 
limited to investments of a fixed-interest nature where there is a rea- 
sonable assurance of repayment. Investments by the International 
Bank must, under its charter, also carry governmental guaranties of 
repayment, For these and other reasons, neither of these institutions 
is able to meet the need for investment in the nature of risk capital. 

To fill this void, it is proposed that the International Finance 
Corporation be created to provide the type of capital required in these 
instances, Participation in financing by the International Finance 
Corporation in this matter would encourage the investment abroad 
of basic equity capital by private sources. 

As I understand it, it is not intended that the International Finance 
Cotpensisos would furnish funds to enterprises whose circumstances 
would permit their obtaining loans from the Export-Import Bank, 
the international bank, or private sources. Rather, the IFC would 
make investments which would be in the nature of risk capital and 
which are not within the purview of the Export-Import Bank or the 
international bank. 

Investment by the IFC of risk capital would not, however, be in 
the form of common or preferred stocks. The IFC would invest in 
obligations without fully fixed income, or in obligations convertible 
upon purchase by private investors into stocks. In this way, the 
IFC would be enabled to meet the needs for public investment in a 
form which would avoid equity ownership and governmental man- 
agement and at the same time would provide public funds in the 
nature of risk capital. The investments of the TRC, by completing 
the financing otherwise not fully available friom private sources, 
would make possible the launching abroad of worthy projects in a 
manner that would promote the sale of its holdings to private in- 
vestors as soon as these projects involved had demonstrated their 
soundness sufficiently to attract private funds. 

I recommend that the committee approve participation by the 
United States in the International Finance Corporation. 

That compietes my formal statement, Mr. Chairman. 

The Cuarrman. Well, now, do you want the Export-Import Bank 
to have the authority to make this type of investment ? 

Mr. Eparrron. There is a little differenc in emphasis. The 
Export-Import Bank has pretty broad authority now. One of the 
great virtues of its legislative charter that I have often referred to is 
that it has very broad authority. It seems to me it is rather a difference 
in emphasis. I believe that the Export-Import Bank would not under 
its present policy be disposed to take hazardous loans that might, 
if taken in considerable number, balance out and turn out to be 
profitable, or at least not unprofitable as a:whole. But the policy of 
the bank is to examine each case with the thought in mind that we 
have assurance of repayment of each particular loan. It would be 


determined in each specific case, not in an average over a large number 
of cases. 
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The Board of Directors has taken the position that reasonable assur- 
ance of repayment should be interpreted rather conservatively, and 
that there should be good assurance of repayment, not merely a 50-50 
chance. 

The Cuairman. The Senator from Indiana. 

Senator Carenart. On page 3 you say: 

As I understand it, it is not intended that the IFC would furnish funds to 
enterprises whose circumtances would permit their obtaining loans from the 
Export-Import Bank, the International Bank, or private sources. Rather, the 


IFC would make investments which would be in the nature of risk capital and 
which are not within the purview of the Export-Import Bank or the International 


Bank. 

You do make a lot of risk capital loans, do you not? 

Mr. Eperrtron. Well, we do not call them risk capital loans. We 
think they have pretty good assurance of being repaid. They are 
not contingent. The kind of thing that I regard as risk capital is 
where it takes a contingent risk of participation in the earnings, if 
made. Also, I would regard risk capital as that which has an espe- 
cially advantageous return from the investment if it turned out to be 
especially profitable, so as to make up possibly in that manner losses 
that might be incurred on poorer investments. 

Senator Carenart. What can the International Finance Corpora- 
tion do at the moment that you could not do under existing law if you 
wanted to? Iam talking about the Export-Import Bank. 

Mr. Epcerton. Well, I am not precisely sure about the final limita- 
tions of our authority under existing law. I suppose that what best 
explains my view is that they would take obligations at a high interest 
rate to be recovered in their entirety only if the project made the 
earnings. I daresay that possibly the law would permit the Export- 
Import Bank to do that. The practice of the Bank would not. 

Senator Carenarr. I am not talking about the practices. I am 
talking about the law. Do you have your General Counsel with you? 

Mr. Epneerron. Mr. Sauer is vice president. 

Senator Caprmarr. You are the executive vice president. You 
have been there since the inception of the Bank, have you not? 

Mr. Sauer. Yes, sir. 

Senator Caprnart. Do you know anything in the law that pro- 
hibits the Export-Import Bank from doing everything that the Inter- 
national Finance Corporation would be authorized to do, if and when 
it becomes a corporation / 

Mr. Saver. I thought General Edgerton rather answered that when 
he said it was a difference in emphasis. 

Senator Carenartr. Can we get a “yes” or “no” answer? Does it 
or does it not? 

Mr. Saver. I do not know what the IFC could or could not do, sir. 
I am not familiar with its charter. 

Mr. Epeerton. Mr. Sauer has not studied this very thoroughly. be- 
cause he has been preoccupied with other matters. 

Senator Carrnart. Can you have your General Counsel give us a 
brief? We have lawyers here in the committee to give us a brief, set- 
ting forth the things that the International Finance Corporation can 
do that the Export-Import Bank cannot do under existing law. I 
am not talking about existing practices or policy. I am talking about 
existing law. What is it they cannot do? 
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Mr. Epcerron. Well, we really have not made a detailed exami- 
nation to see what things they can do that we cannot. 
(The following was received for the record :) 


Export-ImMporr BANK oF WASHINGTON, 


Washington, D. C.. June 9, 1955. 
Hon. J. W. FULBRIGHT, 


Chairman, Committee on Banking and Currency, 
United States Senate. 


Dear SENATOR FULBRIGHT: On Monday last, in his appearance before your 
committee on 8, 1894, General Edgerton was requested to furnish an opinion by 
the general counsel of the bank on the question of the authority of the bank to 
engage in financing of the type proposed for the International Finance Corpo- 
ration. 

We are transmitting herewith a memorandum addressed to General Edgerton 
by Mr. Wilson L. Townsend, general counsel of the bank, on the problem 
involved. 

I should state that General Edgerton is not in the office today, but he: has seen 
the enclosed memorandum and requested that I send it to you. 

Sincerely yours, 
LYNN U. Srampaven, First Vice President. 


MEMORANDUM TO GENERAL EpGertTon: Re INTERNATIONAL FINANCE CORPORATION 


My opinion has been requested as to the authority of the Export-Import Bank 
to engage in financing of the type proposed for the International Finance Cor- 
poration under the articles of agreement. 

Under the proposed articles of agreement the International Finance Corpora- 
tion. will provide financing for private enterprises in the territories of its 
members, “in such form or forms as it may deem appropriate,” and the only type 
of financing forbidden is investment in capital stock. Since the purchase of 
capital stock is eliminated, the investments presumably will be debt transactions 
in which the Corporation will accept some documentary evidence of the debt. 
These securities may be of the type permitting the holder to participate in 
earnings with rights to convert the investments into capital stock. 

Under the Export-Import Bank Act, the purposes and objects of the bank are 
to assist in financing exports and imports of the United States, and in furtherance 
of its objects the bank is authorized to do a general banking business, and to— 
“purehase, discount, rediscount, sell, and negotiate, with or without its endorse- 
ment or guaranty, and to guarantee notes, drafts, checks, bills of exchange, 
ueceptances, including bankers’ acceptances, cable.transfers, and other evidences 
of indebtedness ; to purchase, sell, and guarantee securities but not to purchase 
with its funds any stock in any other corporation except that it may acquire 
any such stock through the enforcement of any lien or pledge or otherwise to 
satisfy a previously contracted indebtedness to it; te accept bills and drafts 
drawn upon it; to issue letters of credit; to purchase and sell coin, bullion, and 
exchange ; to borrow and to lend money ;”. 

It would seem clear that this broad authorization permits the bank, in its 
financing operations, to accept any form of an evidence of indebtedness it may 
deem appropriate except capital stock. Thus, convertible debentures, or debt 
obligations payable only out of income or bearing various rates of interest 
depending upon the profits, could be accepted by the bank if, in the judgment 
of the board of directors, they are suitable and appropriate securities. 

In my opinion the Export-Import Bank has full authority to determine the 
form or forms it deems appropriate for its investments and, therefore, with 
respect to the form and type of investment, its legal authority is identical to that 
provided for the International Finance Corporation in article III of the articles 
of agreement. 

It should be noted, however, that specific investments in which the Export- 
Import Bank may use its discretion as to the form of obligation taken are limited 
to those furthering the purposes and objects of the bank in facilitating and 
financing the foreign trade of the United States, implying the acceptance of 
dollar obligations. The International Finance Corporation financing may be in 
any: currency and for any productive purposes, and thus would be available 
‘for'investments in member countries of ‘a’ type ‘outside of the field of the normal 
operations of the Export-Import Bank. 

Wiisow L. Townsenp, General Counsel. 
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The CuHarrMan. May I ask a question in connection with that. Are 
you authorized to make a loan which has nothing to do with the export 
of an American product? Can you go in and make a loan to finance 
the export of a machine from West Germany to Argentina? 

Mr. Edgerton. Legally we can if it serves the objectives of the act. 

The Cuatrman. If it does what? ; 

Mr. Eperrron. If it serves the objectives of the act, which are to 
aid in financing and facilitating the foreign trade of the United 
States. So that in the case you have in mind, an affirmative answer 
would have to hinge upon our conclusion that this transaction would 
directly or indirectly aid the United States foreign trade. 

The CHairman. Suppose it did not. That would be an example of 
something you cannot do and this Corporation can do? 

Mr. Epeerton. Yes, I think so, if it had no connection with the 
United States foreign trade. 

The Cuarrman. Of the United States. That is one difference ? 

Mr. Eperrron. I believe that is true. 

The Cuamman. Do you interpret your authority to be that you 
could accept as security not a promise to repay but a security which 
is convertible in common stock, where your mee of recovery are 
simply the sale of that as a convertible debenture? Does your act 
give you that authority ? 

Mr. Epcerron. You are getting into the fringe of what we could 
do under the act. I cannot reply too confidently, but I think not. I 
think we could not do that. 

‘The CHatrmMan. Your understanding is you cannot advance money 
without a definite promise to repay that money ? 

Mr. Everrron. That. is right. 

The CuarmrMan. With interest; is that right ? 

Mr. Epe@rrron. That is what I think. 

The CHamman. You could not accept simply a right that is convert- 
ible into common stock, without a promise to repay; is that right? 

Mr. Enerrron. I think that is correct. 

Senator CarenArr. You are not under the impression this Interna- 
tional Finance Corporation can do that, are you? They will not be 
able to invest any money except by getting some piece of paper in 
return that guarantees to pay them interest. It is a good point. 

The Cuarman. I do not understand it as you do. 

Senator Carpenart. That is why I say it 1s a good point. 

The Cuairman. Article III, section 2 (a), states: 

The Corporation's financing shall not take the form of investments in capital 
stock. Subject to the foregoing, the Corporation may make investments of its 
funds in such form or forms as it may deem appropriate in the circumstances, 
including (but without limitation) investments according to the holder thereof 
the right to participate in earnings and the right to subscribe to, or to convert 
the investment into, capital stock. 

That is quite a different right, as I understand it, from the promise 
to pay a certain amount of money due on a certain date at a certain 
interest rate. You accept as your security this debenture, which is 
not a promise to repay the money. It is a right to subscribe to capital 
stock. 

In section 2 (b) : 


The Corporation shall not itself exercise any right to subscribe to, or to convert 
any investment into, capital stock. 
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What that is is a right that it can sell it and the purchaser may do so. 
That is the real distinction. I am not an authority on what the 
Export-Import Bank can do, but it has never been my impression that 
you could do that. 

Mr. Epeerron. I would suppose—and I am answering with some 
trepidation now—that if we saw fit and we had a commitment to repay 
a certain amount at a certain rate of interest, that we could perhaps 
also take commitments to pay a higher rate of earned interest, but 
we could not do it without, we think, the fixed schedule of repayments 
and payment of interest. 

Senator Carenarr. Will the Senator yield? I just wanted to 
explain this section 2, which you just read. It says, “Forms of 
Financing.” What they are endeavoring to do is that first they 
will take some sort of a security, either debenture or bond or maybe 
a straight note, and as long as the International Finance Corpora- 
tion holds it, it will remain in the form they take it, as a bond or 
debenture or a note. It will draw interest. All they are asking 
for in this section 2, is that they have the right—not the International 
Finance Corporation, but whoever they may sell this debenture, bond, 
or note to—to convert it into capital equity stock. That is the way 
they are going to handle this thing. They are going to take a kind 
of paper or debenture which will pay interest, and as long as the 
International Finance Corporation holds it, it will be in that form; 
but if and when they can sel] it to some private-enterprise person or 
someone outside the International Finance Corporation, then they 
want that person to have the right, if he wants to, to convert that 
document into common stock and equity stock. That is their scheme. 
That is the heart of their plan. That is why they keep talking about 
the fact that they are not going to participate in management or 
participate in equity ownership. They are not going to participate 
in equity ownership or management, but the paper that they take, 
the document showing that they loaned them a certain amount of 
money, carries with it the right to whoever may purchase from the 
International Finance Corporation that document that they then may 
participate. 

The reason they are doing it that way is so that they can sell these 
obligations, if the company mes successful, to private enterprisers, 
and they, the private enterprisers, then can convert it into equity 
stock. That is the heart of the whole plan. 

My point is that you can do the same thing under the present Ex- 
port-Import Bank law if you wanted to. I am not saying you should. 
I am saying I think you have the right to do it. 

Mr. Epaerron. I must say I do not know whether we could or not. 

Senator Capgrnart. Let me ask you this: Do you think, both as a 
matter of law and as a matter of practice and policy, that the Export- 
Import Bank should be given the right to do everything that we are 
— to give the International Finance Corporation the right to 

Oo 

Mr. Enererton. Of course, if I could answer your other question 
I could answer that one. 

Senator Carrnart. Let us say you do not have it. Should we give 
it to you? Should the Export-Import Bank have the same right to 


do previa that we are going to give to the International Finance 
Corporation 
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Mr. Enecrrtron. Well, I do not have any objection to offer to that 
kind of a proposal. I must say I have always thought that our act 
was broad enough and that we had authority to do everything we are 
likely to need to do. 

Senator Carenart. In your opinion, is this International Finance 
Corporation needed ¢ 

Mr. Enerrron. I think it stands a good chance to perform a useful 
function ; yes, sir. 

Senator Carrnart. If that is true, why should not the American 
people’s international bank, which is the Export-Import Bank, like- 
wise participate in it, because in both instances you are going to use 
dollars and you are going to sell the security to the American people 
for dollars? 

Mr. Epneerron. I would not argue why they should not. I would not 
like to have admenitions or requirements made for us to do such and 
such things in future circumstances not yet disclosed. I think it. is 
better to leave the broad powers that we have and any broader powers 
that may be given to us for exercise as a matter of judgment from 
time to time by a good board of directors. 

Senator Carenart. Is it not the fact that when you loan money and 
spend money and buy debentures or loan money to finance a-steel mill 
that the first transaction must be with those dollars in the United 
States ¢ 

Mr. Epegerton. Yes, sir; almost always, practically without excep- 
tion, we require our funds to be spent in the United States. 

Senator Carenart. Is it not the fact under this International Fi- 
nance Corporation they will be permitted to buy the goods wherever 
they see fit ? 

Mr. Eperrron. Obviously. In fact, I think there is a provision that 
precludes their specifying the country. 

Senator CareHart. In other words, if they are building a steel mill, 
it will go to the lowest bidder, wherever you find him in the world? 

Mr. Epeerron. Either that or to the country preferred by the man- 
agement of the enterprise. 

Senator Carenart. In other words, there is no requirement that the 
money be spent in the United States? 

Mr. Enverrron. No. As I answered the chairman’s question a mo- 
ment ago, I was answering merely as a matter of precise statement of 
whether we could or could not participate in financing foreign pro- 
curements. The cases where we authorize procurements in other coun- 
tries are so few as to be almost insignificant. It is only when the 
project needs that kind of authorization to let it go ahead successfully 
or to give it the maximum effectiveness that we permit such expen- 
clitures. 

The Cuatrman. Has there ever been a project in which the pur- 
chases were exclusively in another country? Do you know of any? 

Mr. Eperrron. No; I do not think so. ‘T think 1 am safe in saying 
there aren’t any. 

The Cuarmman. What you meant about the authorization of the 
purchase of the machines in Germany was in connection with a proj- 
ect in which at least part of it related to our export. Is that right? 

Mr. Epcerton. I would say it would be the major part. The most 
common type, Senator, is in which we permit some part of our money 
to be expended for local funds, for the funds in the borrowing coun- 
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try. That, too, is contrary to our preferences, but we do occasionally 
allow dollars to be translated into local currency and to be spent for 
the local funds. In normal practice we desire the borrowing country 
to provide its own currency without using dollars for that purpose. 

The Cuarmman. What is your average interest rate now ¢ 

Mr. Epeerton. It varies, ae on the interest rate on com- 
parable loans and the length of the time of the loan. It varies from 
around 414 percent up to around 6 oo It is pretty well deter- 
mined by the policy of the National Advisory Council. 

Senator Capenarr. Mr. Edgerton, are you required to consult with 
and get the permission of the international bank before you make any 
loan 

Mr. Epcerron. Certainly not to get their permission. There is an 
instruction from the National Advisory Council to the effect that the 
two banks should coordinate their loans. It is our practice to acquaint 
the President of the International Bank or one of the high officials 
with the loans we think are likely to come up. 

Senator Cargnart. Do they do the same on the loans they make? 

Mr. Eperrron. Yes. 

ae Capenart. They consult with you on leans all over the 
world ¢ 

Mr. Eneerron. They usually give us more notice than we are able 
to give, because their loans as a rule are larger, longer term, and under 
consideration for a longer time. They furnish lists of the probable 
loans that they will make. 

Senator Carznart. But you are required to consult with them 
before you make a loan? 

Mr, Epexrron. It is not quite as specific as that. As I recall it, it 
is that the banks will coordinate their loans with each other. 

Senator Carrnarr. And if they tell you not to make a loan, does 
that settle it? 

Mr. Eperrron. No. That is one of the facts to be considered. 
They have in 1 or 2 cases indicated the feeling that it would be 
much better if we did not make the loan. We have considered that as 
one of the factors to be taken into account. It happens that in the 
cases I think of at the moment, the loans were made anyway. 

Senator Carrnart. Is there competition between the International 
Bank and Export-Import Bank? 

Mr. Eparrton. I do not think we have any competition. I think 
it is pretty clear that borrowers who can obtain loans from the Inter- 
national Bank for large Grvlopnent projects are well advised to go 
there and get them. are glad to see most of the countries receive 
whatever benefits they can from international borrowing. There are 
types of loans that the International Bank is not able to participate 
in or not able to finance and we are. We rather look upon loans of 
that type as the most suitable for our funds, rather than the big gov- 
ernmental projects, although not exclusively. 

The Cuamman. What is the volume of your loans now? 

Mr. Enerrton. The amount of actual loans authorized and out- 
on now amounts to $3,540 million, in round numbers. 

The Cuarrman. What is your authority at present ? 

Mr. Encerron. It is limited to $5 billion. 


63584—55——_5i 
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The CuamrMan. You are not in any urgent need of more authority ? 

Mr. Epeérrton. Not right now; no, sir. 

The CuHamman. You do not need the authority to sell any securities 
in the market, do you! 

Mr. Eperrron. No. It does not operate particularly to our ad- 
vantage to sell securities in the market. Our authority is fixed by 
the total amount we can have outstanding at any one time, so that 
is not affected by the source of the funds like this corporation we are 
just discussing. Its total lending capacity would depend on its 
ability to sell its securities readily in the market. 

The Cuarrman. Do you have authority to take some of the notes 
that you have in your portfolio and rediscount them at the Chase 
National Bank? 

Mr. Epcerton. Yes, we have authority to sell them. 

The Cuarrman. That is what I mean. 

Mr. Epcertron. We do not sell them at a discount because we think 
they are all good. 

The Cuatrman. If you wanted to, you could? 

Mr. Epcerton. We could, yes. 

The Cuamrman. You might éven sell them at a profit if they offered 
it? Is there any prohibition against your selling it at a profit? 

Mr. Epnerrron. No, we can = that. We say that our portfolio is 


for sale, but not by selecting out the early maturities of good loans, 
which bear an interest based on a long maturity, and would give a 
higher interest than would be appropriate for a short maturity. We 
do not sell out the early maturities, but we have sold a few entire loans. 

The Cuarmman. That is a matter of judgment, but you could if you 


wanted to? 

Mr. Enoerton. I think we could. 

Senator CaprHarr. You have no right to sell debentures though. 
The only thing you can sell is the individual documents that you hold t 

Mr. Eneerton. I think prolably the law is broad enough to let us. 

Senator Caprnart. Sell debentures? 

Mr. Epeerton. Yes. 

Senator Carrnarr. Export-Import. bank debentures? 

Mr. Epneerton. Again you scare me a little, but. I think that prob- 
ably we could. But there is no reason for us to do so. 

Seaaoe Carenart. You get all your funds now from the Treasury? 

Mr. Epcrerton. Most of them. We are doing a good deal of business, 
as you know, sir, on the basis of guaranteeing obligations of others, 
in which case we do not draw upon the Treasury. When the Treasury 
is reluctant, as when the debt ceiling is approached, to our drawin 
on them, we are able to obtain a considerable proportion of our funds 
from other sources, although it is a little bit more expensive. 

Senator Carrnart. You have the right to sell, and dosell, individual 
items in your portfolio? 

Mr. Encertron. Yes, sir. 

Senator Cargenartr. But you do not sell debentures ? 

Mr. Enexrron. We do not sell debentures. 
‘ aoe Carenart. And general obligations of the Export-Import: 

ank ? 

Mr. Epeerton. That is right. 
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Senator Carenarr. You get your money directly from the Treasury, 
except that you have reserves which have been created out of earnings; 
is that not correct ? 4%. 

Mr. Epe¢erton. Yes. That is not quite complete. We do indeed oc- 
casionally draw. money from banks that are not connected with the 
transaction. We have out now thirty-odd million. dollars with banks. 
That is on what we call a takeout agreement., They, take this paper, 
advance the funds, and we pay them a fixed rate of interest, established 
at the time, with the general understanding that they will stay in until 
this paper is paid out, except in an emergency. They have the legal 
right to call on us to take them out any time. 

Senator Caprenarr. Is that your guaranty ¢ 

Mr. Epgerton. No. We call that our takeout agreement, and we 
have had to take a few of those out. . 

Senator CargHartr. You say you have $3.5 billion now loaned out? 

Mr. Encerton. Yes, sir. 

Senator Carenarr. And your authorization is $5 billion 

Mr. Eperrron. Yes, sir. 

Senator Carrnart. Are you collecting more at the moment than you 
are loaning? 

Mr. Encerton. I think we are a little, but that is partly because we 
are doing so much more business on this guaranty basis. I do not 
think we are collecting more than we are authorizing. 

Senator Carrnart. What were your net earnings last year after 
reimbursing the Treasury ? 

Mr. Enéerron. You mean this year ? 

ig fe Carrenart: Last reporting year. 

r. Engerton. Last year was $55 million, in‘round numbers. 

Senator Carrnart, That is after reimbursing the Treasury for the 
going rate of interest on the bonds? 

r..Epgerton.' Yes, sir; but before declaring a dividend. It would 
be a little higher this year; probably. pretty close to $59 million for 
this fiscal year. 

Senator Carruarr. At the moment your collections are more than 
your outgo? 

Mr. Epnerrton: About the same, I would say, right at this present 
rate. Next year we figure that’ they will be substantially ahead of 
our draw on the Treasury. . 

Senator Carrnart. Would a better plan be for the International 
Finance Corporation to’ permit the Export-Import Bank to” put up 
the $35 million and they own the interest in it ? 

Mr: Evcrrron. I do not believe it. would. 

Senator Carenart. You do not think it would ? 

Mr. Eneerton. No, sir. You surprise me, but my instinct would be 
that it would be a poor suggestion. 

Senator Capenakt. You mean the Export-Import Bank’ would 
have $35 million less. Would you not be able to keep your finger closer 
upon the whole business? 

Mr. Epcrrron. I do: not think we ought’ to keep: our fingers any 
closer to'it,nosir. I think we can keep close enough. kD 

Senator Cargnart. I am pretty much interested myself in watching 
the world financing.and world investments to make sure that wé in‘the 
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United States at least stay even. I do not know if we want an 
advantage. ; 

Mr. Epeertron. That is largely what the Export-Import Bank is 
trying to do with these exporter credit lines. It is not to undertake 
to keep all other people out of the market by any means, but merely 
to insure that American exporters have a good chance to maintain 
their position in growing markets, not to the exclusion of the others. 
If we were to do that we would make it necessary for those countries 
who simply have to sell to live to offer still more liberal terms. So we 
are trying to avoid a competitive situation in the matter of credit 
terms and interest rates, but yet to give American exporters a good 
opportunity to sell in their normal markets. 

Senator Carpenart. You have $3.5 billion outstanding and you are 
authorized to loan up to $5 billion. At the moment your income is 
greater than your outgo, that is, you are receiving more money in 
repayments and interest than you are loaning. What would be wrong, 
if you do not have the authority under existing law, with our giving 
you the authority by means of an amendment to the Export-Import 
Bank authorization to take $100 million of this $5 billion that is 
‘authorized, out of these collections that you have, and just duplicate 
exactly what the International Finance Corporation says it is going 
to do. Give you the right to invest these moneys under the same con- 
ditions? Would that not give them a little competition ? 

Mr. Epcerron. Maybe it would be better to wait and see how they 
do before we undertake that. It would not be too late after they had 
some experience to see whether we need greater authority than we 
now have. 

I want to make sure that you did not misunderstand me. I think 
our repayments exceed the disbursements, but repayments are not 
now at a rate that equals the rate of authorizations. 

Senator Carenarr. I understand that. In other words, you have 
authorized more, but the actual payout has been less than you are 
actually taking in. If tomorrow every authorization was completed 
and you could advance the money, then you would be paying out more 
this year than you have taken in, but it is running about even or a little 
bit on the plus side? 

Mr. Eperrton. Yes, sir. I think next year it will be a little more. 

Senator Cargenart. Would we be better off as‘a Nation if we like- 
wise compete with the International Finance Corporation and dupli- 
cate their activities? 

Mr. Epcrrron. We can do so many of the things that they will 
probably do that I do not know that we need really any further 
authorization at the present time. We are doing a pretty good busi- 
ness. As you know, we are doing more business than I can get the 
people and space to deal with. 

Senator Carznarr. I know you need more people and more space. 
There is no question about that. 

Mr. Eperrron. And the field is pretty good. I would not care to 
enter a more hazardous field myself at the present time. 

Senator Carrnarr. Why do you recommend that somebody else 
into a hazardous business if you do not want to go into it yourself! 
What kind of reasoning is that? 

Mr. Encerton. I think the prospect is that they can do some busi- 
ness that is to the advantage of the underdeveloped countries and to 
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the advantage of the other countries who depend upon them, and that 
there is a different problem between the needs of some of the European 
countries and our own. We want to make it possible here for the bor- 
rowing countries to acquire dollars enough to buy a reasonable amount 
of our products. There are other countries who find it a matter of 
desperate urgency to get some foreign currency so as to be able to buy 
the products that they have to have. 

Senator Capenart. I think they are all in good shape at the mo- 
ment. I do not think any of them are suffering at the moment. 

Mr. Epeerton. Their problems are different. 

Senator Carenart. They are offering merchandise at the moment 
on long terms, as you know. 

Mr. Eperrton. A good many of them are. 

Senator CareHart. Better prices and longer terms than we are, and 
all of them have cash balances. They can stand on their own feet at 
the moment. That is why I say I just want to see us have a look a 
little farther down the road now. Let us look at what. is going to 
happen in 5 years, 10 years, 15, 25, 30, 40, or 50 years from now. Are 
we watching what is going to happen in the future, or are we going to 
give up that which 25 years from now we would wish we had re- 
tained—the market to go out and serve these people rather than per- 
mit somebody else to do it 25 years from now? - Are we just doing 
something here now because somebody suggested it as an expediency ’ 
I am just bringing up these things. I am not being critical of you or 
anybody else. I am just wondering if we have thought these things 
through sufficiently. 

The Cuatrman. Thank you very much, General Edgerton. 


The committee is recessed until tomorrow morning at 10 o’clock, 
when we will hear the United States Council of the International 
Chambers of Commerce, Investment Bankers Association of America, 
Asie Farm Bureau Federation, and American Farm Trade 

ouncil. 

(Whereupon, at 12 o’clock noon, the subcommittee was recessed, to 
reconvene at 10 o’clock, a. m., Tuesday, June 7, 1955.) 
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TUESDAY, JUNE 7, 1955 


Untrep Srates Senate, 
Commirrer oN BANKING AND CURRENCY, 
SUBCOMMITTEE ON INTERNATIONAL FINANCE, 
Washington , D. C. 
The subcommittee met, pursuant to recess, in room, 301,. Senate 
Office Building, at 10. a. m., Senator J. William Fulbright, chairman 
of the subcommittee, presiding. es 
Present; Senato Fulbright; Frear,, Capehart, and Bricker. 
The CHArMan, The committee will come to order, aint 
This first witness this morning_is Mr, David W. MacKachron, 
United States council of the International, Chamber of Commerce. 
Mr. MacEachron, will you come forward, please. 


STATEMENT OF DAVID W. MacEACHRON, UNITED STATES COUNCIL, 
THE INTERNATIONAL CHAMBER OF COMMERCE, INC. 


Mr. MacEacnron. My name is. Dayid MacEachron, Iam. the 
director of program of the United States council of the International 
Chamber of Commerce. 


Before I go into this statement, I would like to say that, being a 
young American and this being my first opportunity to appear, before 
a congressional committee, I do highly respect this great body that 
represents the American people and how proud I feel at the oppor- 
tunity to appear before you, sir. 

I have a very brief statement, which I will read or not—— 

The Cuarreman. Just as you like, 

Mr. MacEAcuron. I can summarize it. very briefly orally. 

The CHatrMAN. It ‘is not very long, if you care to read it. 

Mr. MacEacuron, I wilt'read it if you do not mind then... , 

The United States council is an association of private business enter-, 
prises and trade associations which represents the interest of. the 
American business community in the International Chamber of Com- 
merce, a federation of similar organizations representing the business 
interests of 36 different nations.  .. . 

I appear today on behalf of the United States council—the Ameri- 
can organization—to urge that our Government participate in the pro- 
posed International Finance Corporation. 

The United States council believes that the International Finance 
Corporation would contribute substantially toward stimulating pri- 
vate investment in underdeveloped areas and thereby assist the process 
of economic development. It believes that. such development. will 
bring higher living standards to the residents of these areas and that 
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this has a bearing on the political security of the United States. How- 
ever, the council’s testimony will not deal with these matters but be 
confined to the economic interest of our country. 

The United States and other advanced nations benefit directly when 
a developing country is enabled to import goods for its new enterprises 
and projects, More important, as the process of development results 
in higher incomes, countries like the United States can expect a con- 
tinuing and increasing demand from these countries for imports of 
consumer goods or of machinery and equipment for further develop- 
ment. 

The United States council is convineed that private foreign invest- 
ment can make a unique contribution to this process in that it makes 
foreign exchange available to the developing nation; it undertakes 
projects which promise to be productive since it seeks a return; it 
carries with it technical knowledge and managerial skills. 

However, the flow of private capital abroad has been disappoint- 
ingly smali. In order to find out why this has been so and to seek 
ways in which the flow might be increased, the United States council 
has participated with the International Chamber of Commerce in a 
continuing study of this problem. Our experience and study have 
convinced us that, although there have been improvements in some 
countries, one of the chief hindrances to a more adequate movement 
of private investment funds lies in conditions existing in prospective 
creditor countries—the so-called climate for investment. The threat 
of See ae discriminatory regulations, excessive taxation, and 
inability to. repatriate earnings deter investors from risking their 
funds abroad. 


The council is, therefore, especially concerned that any proposal 
for supplementing existing funds for economic development not serve 
to perpetuate the very conditions which have hindered a more adequate 
flow of private capital funds. It has accordingly not been able to 


support earlier proposals for organizations to supplement private 
faiventanditt. We s ek there very particularly of the original IFC 
proposals that involved equity financing, which is not included in the 
present proposal. 

The council believes, however, that the proposal under consideration 
here would improve the climate for private investment in the under- 
developed areas and increase the availability of investment funds, 
thereby assisting materially in economic development. 

The Corporation will act to bring together prospective investors and 
those with investment epee vente In addition, where there is in- 
sufficient private capital on reasonable terms it will participate with 
private investors in undertakings which promise to contribute to eco- 
nomic development. 

Its resources will be small relative to capital requirements but its 
participation will result in making available an amount of capital 
which exceeds its own contribution. We say this because it is intended 
that the Corporation will generally e in financing only where 
new private capital is being veda § “new” being the important word 
in that sentence. In no case will the Corporation participate where 
there is not some private equity capital. 

The Corporation’s contribution will thus be only a supplement to the 
capital of domestic or foreign private investors. However, in most 
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cases this supplement will be a crucial one because the funds of the 
International Finance Corporation are not to be used to compete 
with private capital. Its participation in a project would imply 
then that the managers of the Corporation consider that without its 
funds the enterprise either would not exist or would operate on a 
smaller scale. 

In addition to increasing the availability of private capital funds 
through encouraging private investment, the Corporation should be 
able to influence governments to improve the climate for private 
foreign investment. 

The terms of the Corporation’s charter would not permit it to 
finance Government enterprises nor to undertake its own projects. 
its resources could only be used in participation with private capital 
and when the management of the Corporation was satisfied that its 
action would encourage private investment. 

Therefore, the International Finance Corporation would operate 
only in those countries where the investment climate was reasonably 
good or where it could influence lawmakers or administrators to adopt 
more favorable lations and attitudes. 

It is true that the prospect of securing the assistance of the Corpo- 
ration in economic development would not be enough alone to change 
the attitudes of those intellectually and emotionally committed to 
State planning. However, its prestige and resources could be decisive 
as an additional influence on governments more favorably disposed 
toward private enterprise. 

Furthermore, the results of the activities of the International 
Finance Corporation in participation with private investors in some 


countries will show others by practical example what can be accom- 
plished when a reasonably favorable climate exists. 

The Council, then, is convinced that the proposed International 
Finance Corporation would encourage oe investment by increas- 


ing directly the availability of capital funds and by influencing gov- 
ernments to improve investment climate. 

This testimony has not dealt with the important humanitarian and 
political considerations involved in economic development through 
private investment. It does rest, however, upon the Council’s con- 
viction that such development is in the economic interest of our 
country. ; 

The U nited States Council urges that legislation authorizing United 
States participation in the International Finance Corporation be 
adopted. 

ank you, sir. 

The Cuatrman. Mr. MacEachron, were you with the Randall Com- 
mission} Did I understand you were? 

Mr. MacEacuron. Yes, sir. Iwas on the staff. 

The Cuarrman. Do you think this Corporation would tend to in- 
crease our foreign trade? 

Mr. MacEacuron. To increase our foreign trade? 

The Cuairman. Yes. 

Mr. MacEacnron. Yes, sir, I believe it would; and that is the con- 
viction of my organization. 

The Cuarrman, At the top of page 3 you say: 


It has accordingly not been able to support earlier proposals for organizations 
to supplement private investment. 
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What did you have in mind? _ What proposals? 
Mr. MacEacuron. Well, we might have been more specific there, 
sir. What we really were referring to were the previous IFC pro- 
osals that involved equity financing.. We questioned the wisdom of 
it an international governmental agency actually participate in 
the management of enterprises, and that was the sticking point that 
our group has always felt since 1952 when we first reviewed the pro- 
posal that was made by the Nelson Rockefeller Committee and the 
subsequent proposals made by the International Bank in 1952. 

We felt at that time and have continued to feel that equity financing 
where there is actual management by the IFC would be inappropriate 
and undesirable. 

The CramrMan. But it is the management aspect of it you object to? 

Mr. MacEacuron. That is right, sir. 

The CuatrMan. Because actually the character of the funds here is 
very close to being equity funds—risk capital at least. 

Mr. MacEacuron. That isright. 

The CHamman. Without management right. You understand 
that ? 

Mr. MacEacuron. That is my understanding, sir. 

The Cuarmman. And you do support that ? 

Mr. MacEacuron. Fully. 

The CuHatrman. Good morning, Senator Capehart. Would you 
like to ask Mr. MacEachron any questions? He has finished his state- 
ment. He spoke in support of the bill, is in favor of it. That is the 
sum and substance of the statement. 

Maybe the Senator from Ohio would like to ask a question. 

Senator Bricker. What is this International Chamber of Commerce, 
and what is the United States Council of the International Chamber of 
Commerce? Who makes it up? 

Mr. MacEacuron. Well, Senator Bricker, the International Cham- 
ber of Commerce is just like, I think, or similar to, the United States 
Chamber of Commerce, except that the membership comes from all 
over the free world. 

Senator Bricker. How many members have they ¢ 

Mr. MacEacnron. Inthe United States? 

Senator Bricker. No, allover. 

Mr. MacEacuron. All over the world? I could not tell you. 
We have membership in 36 or 40 countries. 

Senator Bricker. Individual memberships? 

Mr. MacEKacnron. These are individual memberships. . They range 
from firms to associations. We have the United States Chamber of 
Commerce and the National Association of Manufacturers as members 
of the International Chamber of Commerce. The United States Coun- 
cil is nothing more than an ‘administrative unit to tie together the 
American affiliates of the International Chamber for ease of communi- 
cation with the rest of the organization. ' xd 

Senator Bricker. In other words, then, your Council is kind of a 
spokesman for the United States members of the International Cham- 
ber of Commerce ? ane 

Mr. MacEacuron. That is right, sir. 
is tee Bricker. How many members are there in the United 

tates 
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Mr. MacEAcuron. We have about 350 members, sir, and they are a 
blue-ribbon group I think you can say. 

Senator Bricker. Dues-paying? 

Mr. MacEacuron. Yes, sir. 

Senator Bricker. What are the dues? 

Mr. MaAcEacnron, The actual dues are very low. Iam not positive 
on this. In fact, I would prefer you did not press me on it. But 
they are'very low. But I would not be here today unless the members 
felt that our work was important enough that they actually gave us 
more than the legal dues. 

Senator Bricker: I am not questioning that. 1 am just trying to 
find out the facts. 

Mr. MacKacuron. Surely, Senator. 

Senator Bricker. How much dues do the members pay ? 

Mr. MacEacuron. I do not know, Senator, whether they would 
really want to divulge what our budget is. 

Senator Bricker. There is nothing private about it, is there? You 
are a public business? 

Mr. MacEacuron. As I explained, this is my first ‘appearance be- 
fore a congressional body or.a senatorial body. ee 

Senator Bricker. Can'you furnish us then with the consent of your 
council the list of membership and the dues they pay into your or- 
ganization and the business of the various members? 

Mr. MacEacuron. There is certainly nothing private about the list 
of membership. We have supplied that already to another, senatorial 
committee in connection with testimony we made on H. R. 1. 

Senator Bricker. Then you will find out whether you car give the 
contributions ¢ 

Mr. MacKacuron. Yes, sir. I will check that, and if our executive 
committee has no objection we will be glad to supply it. 

Senator Bricker. And the business of each one of the members? 

Mr. MacEacuron. Well, that is quite obvious. os 

Senator Bricker. I would like to have also the amount of interna- 
tional trade they carry on. 

Mr. MacEacuron. Well, 'sitice they are firms like General Electric 
and United States Steel and Ford and General Motors, they tarry on 
quite a bit, sir. 

Senator Bricker. If you could get then the list and the dues that 
they pay, we might be able to dig out the rest of it. : 

Mr, MacKacuron, Could I ask the chairman’ a quéstion? ‘Are we 
required to list the individual contributions made by each of our mem- 
bers? I would be very unhappy if we had to do that. 

The Carman. If we felt it'‘was important enough and i Was 
pertinent to the subject under consideration, I think you wotild ‘Rave 
to. If the Senator thinks it is really important and he questions 
the—— : 

Senator Bricxer. Ido not know I would press it, but’ then I think 
‘it'is important for us'té know. This man comes down here is répre- 
sentative of this United States Council, evidently is an expert in this 
field, and I just would like to know what is back of him. 

The Cuamman. I do not frankly see why you have any hesitanc 
about supplying the information. Most of the organizations do. i 
was curious why you think it is a matter of secrecy. 
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Mr. MacEacuron. Well, it was my understanding—— 

The Cuarrman. Are you competitive with some other similar or- 
ganization? Are there any trade seerets involved? Or what is the 
reason ¢ 

Mr. MacEacnron. It was my understanding, sir, that the NAM and 
the chamber, for instance, were not eager to divulge their membership 
and what actually was paid to them by their members. I would ap- 
preciate it if you would ask the other gentlemen who are here to 
testify today if they would supply the same information. If they 
are willing to do it, we will be more than pleased to do it. 

The Cuairman. I do not know. I have not thought about the mat- 
ter. But since it has been raised, perhaps you had better ask your 
members and see. We certainly need the list of the membership. 

Mr. MacEacuron. We have already supplied that to one commit- 
tee, and we will be glad to supply it to you, sir. 

(The list referred to follows:) 


List or Mempers or Unrrep States Counc as of Marcu 15, 1955 


Aircraft-Marine Products, Inc., Harrisburg, Pa. 

Allied Chemical & Dye Corp., New York 6, N. Y. 

Alvord & Alvord, Washington, D. C. 

The American Bankers Association, New York 16, N. Y. 

American Brake Shoe Co., New York, N. Y. 

American Can Co., New York, N. Y. 

American Chamber of Commerce in France, Paris VIII, France 

American Chamber of Commerce in Germany, Berlin W 15, Germany 

American Chamber of Commerce for Italy, New York 6, N. Y. 

American Chamber of Commerce in Japan, Tokyo, Japan 

American Chamber of Commerce in London, London, England 

American Export Lines, Inc., New York 6, N. Y. 

American Exporter, New York 16, N. Y. 

American Express Co., New York, N. Y. 

American International Underwriters Corp., New York, N. Y. 

American Machine & Foundry Co., New York 17, N. Y. 

American Merchant Marine Institute, New York, N. Y. 

The American Metal Co., Ltd., New York 6, N. Y. 

American Motors Corp., Detroit, Mich. 

American Steel Foundries, Chicago, Il. 

American Trust Co. (New York), New York 5, N. Y. 

Anaconda Copper Mining Co., New York 4, N. Y. 

Anderson, Clayton & Co., Houston 1, Tex. 

Arabian American Oil Co., New York 22, N. Y. 

The Armaco International Corp., Middletown, Ohio 

Armour & Co., Chicago 9, Tl. 

Armstrong Cork Co., Lancaster, Pa. 

Asiatic Petroleum Corp., New York 20, N. Y. 

The Association of Marine Underwriters of the United States, New York, N. Y. 

Associated Dry Goods Corporation of New York, New York, N. Y. 

Automatic Electric Co., Chicago 4, Nl. 

Bank of America, San Francisco 20, Calif. 

Bank of the Manhattan Co., New York 15, N. Y. 

Bankers Trust Co., New York 15, N. Y. 

Barber Oil Corp., New York, N. Y. 

Bechtel International Corp., San Francisco 11, Calif. 

The Belgian Chamber of Commerce in the United States, Inc., New York 20, N. Y. 

Berkshire Knitting Mills, Reading, Pa. (membership in name of Cooperative 
Service of Wyomissing, Pa. 

Bethlehem Steel Co., Bethlehem, Pa. 

Biddle Purchasing Co., New York T, N. Y. 

Blake, Moffitt & Towne, San Francisco 3, Calif. 

Blaw-Knox Co., Pittsburgh, Pa. 

Sidney Blumenthal & Co., Inc., New York 16, N. Y. 
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List OF MEMBERS OF UNITED STATES COUNCIL AS oF Marcu 15, 1955—Continued 


Borg-Warner Corp., Chicago 4, Iil. 

Braniff International Airways, Dallas 9, Tex. 

Bristol-Myers Co., New York 20, N. Y. 

Brown Bros., Harriman & Co., New York, N. Y¥. 

Brown & Sharpe Manufacturing Co., Providence 1, R. 1 

Bunge Corp., New York 4, N. Y. 

Burroughs Corp., Detroit 32, Mich. 

Cahill, Gordon, Zachry & Reindel, New York, N. Y. 

California Texas Oil Co., Ltd., New York 17, N. Y. 

Carbon Black Export, Inc., New York, N. Y. 

Cartier, Inc., New York, N., Y. 

The Central Trust Co., Cincinnati 1, Ohio 

Mr. William M. Chadbourne, New York 5, N. Y. 

Chamber of Commerce of the State of New York, New York 5, N. Y. 

Chamber of Commerce of the United States of America, Washington, D. C. 

Chamber of Commerce of the United States of America in the Argentine Republic, 
Buenos Aires, Argentina 

Champion Spark Plug Co., Toledo 1, Ohio 

The Chase National Bank, New York 15, N. Y. 

Chemical Corn Exchange Bank, New York 15, N. Y. 

City National Bank & Trust Co., Chicago 90, Ill. 

The Cleveland Twist Drill Co., Cleveland 14, Ohio 

Cluett, Peabody & Co., Inc., New York 16, N. Y. 

The Coca-Cola Co., Atlanta, Ga. 

Commerce Co., Houston 1, Tex. 

Commonwealth Sales Corp., Eddystone, Pa. 

Continental Can Co., Ine., New York 17, N. Y. 

Continental Illinois National Bank & Trust Co., Chicago 90, Tl. 

Cooperative Service, Wyomissing, Pa. 

Corning Glass Works, Corning, N. Y. 

Coty, Inc., New York 19, N. Y. 

Cowles Magazines, New York 17, N. Y. 

Crocker First National Bank of San Francisco, San Francisco 20, Calif. 

Crown-Zellerbach Corp., San Francisco 19, Calif. 

The Crocker Investment Co., San Francisco, Calif. 

Davis-Noland-Merrill Grain Co,, Kansas City 6, Mo. 

Daystrom, Ine., Elizabeth, N. J. 

Deere & Co., Moline, Til. 

The Detroit Bank, Detroit 31, Mich. 

Detroit Board of Commerce, Detroit 26, Mich. 

The A. B. Dick Co., Chieago 31, M1. 

Dictaphone Corp., New York 17, N. Y. 

Dillon, Read & Co., New York 5, N. Y. 

Discount Corp. of New York, New York 5, N. Y. 

Dixie Cup Co., Easton, Pa. 

The Robert Dollar Co., San Francisco, Calif. 

Dresser Industries, Inc., Dallas 1, Tex. 

Dun & Bradstreet, Inc., New York 8, N. Y. 

Eastman Kodak Co., Rochester, N. Y. 

Erie Railroad Co., Cleveland 15, Ohio 

Ethyl Corp., New York 16, N. Y. 

Export Managers Club of New York, Inc., New York 7, N. Y. 

Farrell Lines, Inc., New York 4, N. Y. 

Federal-Mogul Corp., Detroit 13, Mich. 

Federated Department Stores, Inc., Cincinnati 2, Ohio 

Firestone Tire & Rubber Co., Akron, Ohio 

First National Bank of Baltimore, Baltimore 3, Md. 

The First National Bank of Boston, Boston 6, Mass, 

The First National Bank of Chicago, Chicago, Ill. 

First Trust & Deposit Co., Syracuse 1, N. Y. 

Ford International, New York, N. Y. 

The Fort Worth National Bank, Fort Worth 1, Tex. 

Foster Wheeler Corp., New York 6, N. Y. 

J. 8. Frelinghysen Corp., New York, N. Y. 

French Chamber of Commerce of the United States, Inc., New York 19, N. Y. 
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List OF MEMBERS OF UNITED STaTes COUNCIL AS OF MarRcH 15, 1955—Continued 


Fuller Brush Co., Hartford, Conn. 

General Dynamics Corp., New York 22, N. Y. 
General Electric Co., New York 22, N. Y. 

General Foods Corp., New York 17, N. Y. 

General Mills, Inc., Minneapolis, Minn. 

General Motors Overseas Operations, New York, N. Y. 
General Shoe Corp., Nashville 3, Tenn. 

General Tire & Rubber Co., Okron, Ohio 

The Gillette Co., Boston 6, Mass. 

Goldman, Sachs & Co., New York 5, N. Y¥. 

B. F. Goodrich Co., Akron, Ohio 

The Goodyear Tire & Rubber Co., Akron 16, Ohio 
W. R. Grace & Co., New York 5, N. Y. 

Mr. Benjamin Graham, New York 17, N. Y. 
Graham, James & Rolph, San Francisco, Calif. 
Gruen Watch Co., Cincinnati 6, Ohio 

Guaranty Trust Co. of New York, New York, N. Y. 
Gulf Oil Corp., Pittsburgh 30, Pa. 

Mrs. Claire Prince Hanks, Boston, Mass. 

The M. A. Hanna Co., Cleveland, Ohio 

The Hanover Bank, New York 15,.N. Y. 
Harnischfeger Corp., Wilwaukee 14, Wis. 

Harris Trust & Savings Bank, Chicago 90, Ill. 
Haskins & Sells, New York, N. Y. 

H. J. Heinz Co., Pittsburgh 30, Pa. 

Hilton Hotels Corp., Chicago 5, Ill. 

Hoffman-La Roche, Inc., Nutley 10, N. J. 

Hooker Electrochemical Co., Niagara Falls, N. Y. 
Illinois Manufacturers Association, Chicago 3, TIL. 
Ingersoll Milling Machine Co., Rockford, Il. 
Inland Steel Co., Chicago 3, IIL. 

International Business Machines Corp., New York 22, N. Y. 
International Correspondence Schools World Limited, Inc., Scranton, Pa. 
International Harvester Co., Chicago, Ill. 
International House, New Orleans, La. 
Interhational Nickel Co., Inc., New York 5, N. Y. 
International Packers, Ltd., Chicago 3, Ill. 
International Telephone & Telegraph Corp., New York, N. Y. 
The Inter-State National Bank, Kansas City 15, Mo. 
Intertype Corp., Brooklyn, N. Y. 

Irving Trust Co., New York, N. Y. 

S. C. Johnson & Son, Iné., Racine, Wis. 

Johnson & Higgins, New York, N. Y. 
Karlen-Davis Co., Tacoma 1, Wash. 

Kennecott Copper Corp., New York, N. Y. 

Kraft Foods Co., Chicago, Ill. 

S. H. Kress & Co., New York 11, N. Y. 

Kuhn, Loeb & Co., New York 5, N. Y. , 
Langner, Parry, Card & Langner, New York, N. Y. 
Lazard Freres & Co., New York, N. Y. 

Lily-Tulip Cup Corp., New York 17, N. Y. 

Thomas J. Lipton, Inc., Hoboken, N. J. 

Lockheed Aircraft Corp., Burbank, Calif. 

Lone Star Cement Corp., New York 17, N. Y. 
Loomis, Suffern & Fernald, New York 4, N. Y. 
Ludlow Typograph Co., Chicago 14, Il. 
Lumbermen’s Mutual Casualty Co., Chicago 40, Tl. 
Mack Printing Co., Inc., Easton, Pa. 

Magee Carpet Co., Bloomsburg, Pa. 

P. R. Mallory & Co., Inc., Indianapolis 6, Ind. 
Manufacturers Trust Co., New York 15, N. Y. 

The Marine Midland Trust Co., New York 15, N. Y. 
Mathieson Chemical Corp., Baltimore 3, Md. 
Matson Navigation Co., San Francisco 5, Calif. 
Oscar Mayer Foundation, Inc., Chicago 10, Il. 
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List oF MEMBERS OF UNITED States Councm. As or Maron 15, 1955—Continued 


The Maytag Co., Newton, Iowa. 

McCall Corp., New York 17, N. Y. 

McCann-Erickson, Inc., New York 20, Ny Y. 

McCormick & Co., Inc., Baltimore, Md. 

McCrory Stores Corp., New York 10, N. Y. 

McGraw-Hill International Corp., New York 18, N. Y. 

The Mead Corp., Dayton, Ohio 

Mellon National Bank & Trust Co., Pittsburgh 30, Pa. 

Mercantile National Bank, Dallas 1, Tex. 

Mercantile Trust Co., St. Louis 1, Mo. 

The Merchants National Bank, Mobile 7, Ala. 

Merck-Sharp & Dohme International, New York 13, N. me 

Meredith Publishing Co., Des Moines, Towa 

Metropolitan Life Insurance Co., New York 10,-N.-Y. 

The Minneapolis Star & Tribune Co., Minneapolis 15, Minn. 

Mississippi Shipping Co., Inc., New Orleans, 

Montgomery Ward & Co., Chicago 7, Illy u 

Moore-McCormack Lines, Inc., New York,N. Y. 

J. P. Morgan & Co., Inc., New York-5, N- ¥. 

Morgan, Stanley & Co., New York 5, N. Y. 

Mr. Sterling Morton, Chicago, Til. 

Morton Salt Co., Chicago 3, Ill. 

Morrison-Knudson Co., Inc., Boise, Idaho» 

Mullins Manufacturing Corp., Salem, Ohio 

Narrow Fabric Co. eee in name of Cooperative Service of Wyomis- 
sing, Pa.)* 

National Association of Menuine turers of the United States of America, New 
York 20, N. Y¥. 

National Bank of Detroit, Detroit.32, Mich. 

National Biscuit Co., New York,.N. Y. ; 

National Cash Register Co., Dayton, Ohio, :- - 

The National City Bank of ‘Clev eland, Cleveland 1, ‘Ohio 

The National City Bank of New York, New York 15, 

National Council of American Importers, Inc., New york 3, N. Y. 

New Orleans Public Service, Inc., New Orleans 9, La. 

Newport News Shipbuilding & Dry ‘Dock Co., Newport News, Va. 

Newsweek, New York 18, N. Y. 

A. C. Nielson Co., Chicago 45, Tll. 

Northern States Power Co., Minneapolis 2, Minn. 

The Northern Trust Co., Chicago 90, Til. 

Northwest Airlines, Inc. St. Paul, Minn. 

The Okonite Co., Passaic, N. J. 

Olympia Canning Co., Olympia, Wash? 

Otis Elevator Co., New York 1, N. Y. 

Owens-Illinois Glass Co., Toledo’ 1,-Ohio; 

Pacific Car & Foundry Co., Renton, Wash. 

Pacific Gas & Electric Co., San Francisco, Calif. 

Pan American World Airways, Inc., New York 17, N. Y. 

Parke, Davis & Co., Detroit 7, Mich. 

Peat, Marwick, Mitchell & Co., New York 5, N. Y. 

F. H. Peavey & Co., Minneapolis 15, Minn. 

The Pennsylvania Co. for Banking & Trusts, Philadetphia 1, Pa. 

Mr. Milo Perkins, Washington, D. C. (Moving to ‘Tuscon, Ariz., in April.) 

Pfizer International Service Co., Inc., New York 7, N. Y. 

The Philadelphia National Bank, Philadelphia, Pa. 

Philip Morris Co., Ltd., Inc., New York 17, N. Y. 

Picklands Mather & Co., Cleveland 14, Ohio 

Pitney-Bowes, Inc., Stamford, Conn. 

Pittsburgh Forgings Co., Pittsburgh, Pa. 

Pressed Steel Car Co., New York.17, N. Y. 

Price, Waterhouse & Co., New York 5, N. Y. 

Procter & Gamble Co., Cincinnati, Ohio 

Radio Corporation of ‘America, New Yor wy ¥.; 

Raymond Concrete Pile Co., New York 6, 

The Reader’s Digest Association, Inc., Piaseate iin’ } ® 4 

The Register & Tribune, Des Moines 4, Iowa. 
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Remington Rand, Inc., New York, N. Y. 

Republic National Bank of Dallas, Dallas 2, Tex. 

San Diego Gas & Electric Co., San Diego, Calif. 

Sapt, Inc., New York 21, N. Y. 

Joseph Schlitz Brewing Co., Milwaukee 1, Wis. 

J. Henry Schroder Banking Corp., New York 5, N. Y. 

Scott Paper Co., Chester, Pa. 

Sears, Roebuck & Co., Chicago 7, Ill. 

Shell Oil Co., New York 20, N. Y. 

SKF Industries, Inc., Philadelphia 32, Pa. 

Mr. George A. Sloan, New York 17, N. Y¥. 

Socony-Vacuum Oil Co., Inc., New York 4, N. Y. 

Sperry Gyroscope Co., Great Neck, Long Island, N. Y. 

E. R. Squibb & Sons, New York 22, N. Y. 

Stackpole Carbon Co., St. Marys, Pa. 

Standard Brands International, New York 22, N. Y. 

Standard Oil Co. of California, San Francisco 20, Calif. 

Standard Oil Co. of Indiana, Chicago 80, Ill. 

Standard Oil Co. (New Jersey), New York 20, N. Y. 

Standard-Vacuum Oil Co., New York, N. Y. 

Stein, Hall & Co., Inc., New York, N. Y. 

Sterling Drug, Inc., New York 18, N. Y. 

Stokely-Van Camp, Inc., Indianapolis 7, Ind. 

Mr. Ralph I. Strauss, New York 17, N. Y. 

Studebaker-Packard Corp., South Bend, Ind. 

The Swedish Chamber of Commerce of the United States of America, New York 
20, N. Y. 

Swift & Co., Chicago 9, Il. 

Swiss Bank Corp., New York Agency, New York 5, N. Y. 

Sylvania Electric Products, Inc., New York 18, N. Y. 

The Symington-Gould Corp., New York 17, N. Y. 

The Texas Co., New York 17, N. Y. 

Textile Machine Work (membership in name of Cooperative Service of Wyomis- 
sing, Pa.) 

Thompson Products, Inc., Cleveland 17, Ohio 

Time, Inc. (Life and Fortune), New York 20, N. Y. 

Trans-World Airlines, Inc., New York 20, N. Y. 

Trust Co. of Georgia, Atlanta 2, Ga. 

Union Carbide & Carbon Corp., New York 17, N. Y. 

United Air Lines, inc., Chicago 38, IIL. 

United Fruit Co., Boston, Mass. 

United Shoe Machinery Corp., Boston, Mass. 

United States Steel Export Co., New York 8, N. Y. 

Mr. Ethelbert Warfield, New York 5, N. Y. 

Wesson Oil & Snowdrift Co., Inc., New Orleans 12, La. 

Western Electric Co., Inc., New York 7, N. Y. 

Weston Electric Instrument Corp., Newark 7, N, J. 

Westrex Corp., New York 11, N. Y. 

White & Case, New York 5, N. Y. 

White, Weld & Co., New York 5, N. Y. 

Whitney National Bank, New Orleans 10, La. 

The J. B. Williams Co., Glastonbury, Conn. 

Wilson Bros., Inc., New York 16, N. Y. 

Worthingten Corp., New York 16, N. Y. 

Yale & Towne Manufacturing Co., New York 17, N. Y. 

Yarnall-Waring Co., Philadelphia 18, Pa. 

Arthur Young & Co., New York, N. Y. 

Young & Rubicam, New York 17, N. Y. 


Untrep States CounciL or THE 
INTERNATIONAL CHAMBER OF COMMERCE, INC., 
New York, N. Y., June 8, 1955; 
Mr. MatrHew HALE, 


Staff Member, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Deak Sie: At the hearings of the Committee on Banking and Currency on 
S. 1894 on June 7, 1955, the representative of the United States council was 
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asked to provide additional information. Im compliance with this request the 
following is submitted: 

(a) The membership of the United States council as of March 15, 1955, is listed 
in the hearings on H. R. 1 of the Committee on Finance of the United States 
Senate, 84th Congress, March 8, 9, 10, 11, and 14, 1955, pages 1123-1128. The 
following memberships have been terminated since March 15, 1955: 

Cahill, Gordon, Zachry & Reindel, New York, N. Y. 
Pennsylvania Co. for Banking & Trusts, Philadephia, Pa. 
Sidney Blumenthal & Co., Inc., New York, N. Y. 

Mr. George A. Sloan. 

Worthington Corp., New York, N. Y. 

(b) Subscription for membership.—aArticle III of the bylaws of the United 
States Council of the International Chamber of Commerce provides that each 
member shall pay an annual subscription on a voluntary basis. A copy of the 
bylaws is enclosed. 

(c) Trustees and executive committee.—The trustees of the United States 
Council are listed on the reverse side of the attached council stationery. Mr. 
George A. Sloan and Mr. Charles D. Wiman are deceased and their names should 
be removed from the list of members of the board of trustees. This list does not 
include company affiliations for four of the trustees. They are listed below with 
fuller information. 

Jesse Jones, Houston Chronicle, Houston, Tex. 
Thomas H. McKittrick, formerly senior vice president of the Chase National 
Bank, New York, N. Y. 
Morris S. Rosenthal, formerly president of Stein, Hall & Co., New York, N. Y. 
Lowell P. Wicker, formerly president of E. R. Squibb & Sons, New York, N. Y¥. 
Members of the executive committee are listed below : 


CHAIRMAN 
Warren Lee Pierson, chairman, Trans World Airlines, Inc. 


VICE CHAIRMEN 


Sigurd 8. Larmon, president, Young & Rubicam, Inc, 
Thomas H, McKittrick. 


James D. Zellerbach, president, Crown Zellerbach Corp. 


TREASURER 
S. Sloan Colt, president, Bankers Trust Co. 


MEMBERS 


S. ©. Allyn, president, National Cash Register Co. 

William M. Black, senior partner, Peat, Marwick, Mitchell & Co. 
Philip Cortney, president, Coty, Inc. 

Frederick C. Crawford, chairman, Thompson Products, Inc. 
Eugene S. Gregg, president, Westrex Corp. 

H. J. Heinz Il, president, H. J. Heinz Co. 

Walter Hochschild, president, the American Metal Co., Ltd. 
Paul G. Hoffman; chairman, Studebaker-Packard Corp. 
Amory Houghton, chairman, Corning Glass Works. 

August C. Maffry, vice president, Irving Trust Co. 


William A. Mitchell, president, the Central Trust Company of Cincinnati. 
George Nebolsine, Coudert Bros. 


Irving S. Olds, White & Case. 
Morehead Patterson, chairman and president, American Machine & Foundry Co. 
Philip D. Reed, chairman, General Electric Co. 
Edward C. Riley, general manager, General Motors Overseas Operations. 
Frank P. Shepard, vice president, Bankers Trust Co. 
Sidney A. Swensrud, chairman, Gulf Oil Co 
Thomas J. Watson; Jr., president, International Business Machines Corp. 
Leo D. Welch, director, ‘Standard Oil Co. (New Jersey). 

Sincerely yours, 

D. W. MacHKacuron, 
Director of Program. 
63584—55——6 
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Boarp or TRUSTERS AS OF May 1955 


S. C. Allyn, president, National Cash Register Co. 
Ellsworth C. Alvord, Alvord & Alvord 
Arthur M. Anderson, vice chairman; J. P. Morgan & ©o., Inc. 
Sam G. Baggett, vice-president, United’ Frtit Co: 
William O. Beers, Vicé president and director, Kraft Foods Co. 
Sosthenes Behn, chairman, Interriational Telephone & Telegraph Corp. '' 
J. B. Black, president, Pacific Gas & Plectric Co. 
William M. Black, senior partner; Peat,"Marwick, Mitchell '& Co. 
Richard L. Bowditch, chairman, C. H. Sprague & Son Co. 
Ralph Bradford, international vice presidént, Chafnber’ of Commerce of ‘the 
United States of America 
Frederick H. Brandi, president, Dilion, Read & Co., Inc: 
W. O. Briggs, Jr., Briggs Commeércial & Devélopment Co. 
Henry P. Bristol, chairman Bristol-Myers Co. 
George D. Bryson, vice president, Genéral Foods Corp. 
Harry A. Bullis, chairman, General Mills, Inc.’ 
Earl Bunting, honorary: vice president, Natiénal Association Of Manufacturers’ » 
A. G. Cameron, vice president? Goodyear ‘Foreign ‘Operations, Inc.;"The "Good- “* 
year Tire & Rubber Export Corp. : 
A. Boyd Campbell, president, Chamber of Commerce of the United States of 
America ; 
Gilbert W. Chapman, president, Yale & Towne Manufacturing Oo.’ 
Willard Chevalier, vice president, and assistant to presideiit;”McGraw Hill 
Publishing’ Go., Ine: 
Walker L. Cisler, president, the Detroit Edison’ Co. 
John S. Coleman, president, Burroughs'Corp.> » 
John L. Collyer, chairman, The B. F. Goodrich Co. 
S. Sloan Colt, president, Bankers Trust: Co. 
Philip Cortney, president, Coty, Inc. 
Gardner Cowles, president; CowléS Maghizines)’ The. 
Charles R. Cox., president, Kennecott Copper Corp. 
Frederick C. Crawford, chairman, Thonipsét’ Products, Inc. 
William W. Crocker, chairman, Crocker First National Bank of San Francisco 
Edward P. Curtis, vice president, Eastman Kodak 
Frank R. Denton, vice chairman, Mellon National Bank & Trust ' Co, 
George S. Dinwiddie, president, "New Orleans ‘Pablic: Servite, Inc. ”” 
R. Stanley Dollar, president, the Robert Dollar Co. 
F. J. Emmerich, president, Allied Cheniical & Dye Corp. 
Benjamin F. Fairless, director, United States Steel Corp. - 
James A. Farley, chairman, the Coca-Cola Export Corp. 
Harvey S. Firestone, Jr., chairman, the Firestone Tire & Rubber Co. 
Charles T. Fisher, Jr., president, National Bank of Detroit. 
Lamar Fleming, Jr., chairman, Anderson; Clayton & Co. 
Fred F. Florence, president, Republic National Bank of Dallas. ~~ 
R. G. Follis, chairman, Standard Oil Company of California: 
Arthur B. Foye, partner, Haskins & Sells: 
Robert M. Gaylord, president, the Ingersoll Milling Machine Co. 
Andrew L. Gomory, Sr., vice president, Mannfactifers Trust ©o. -° 
Joseph P. Grace, Jr., president, W: R, Grace’'& Co. -” 
William S. Gray, chairman, the Hanover Bank; * 
Eugene 8S. Gregg, president, Westrex, Corp. 
Joseph M. Hartfield, White and Case. 
R. S. Hecht, chairman, Mississippi Shipping Oo., Inc. 
H. J. Heinz Il, president H. J. Heinz Co. 
Conrad N. Hilton, president, Hilton Hotels Corp. 
Walter Hochschild, president, the American Metal Co., Ltd: 
Edmund Hoffman, secretary and treasurer, American Can Co. 
Paul G. Hoffman, chairman, Studebaker-Packard-Corp. - 
A. B. Homer, president, Bethlehem Steel Co.,'Ine. 
Charles R. Hook, chairman, Armco Steel Corp. 
John Jay Hopkins, chairman and sunaiond. 0 General Dynamics Corp. 
Amory Houghton, chairman, Corning Glass Works. 
Theodore V. Houser, chairman, Sears, Roebuck & Co. 
R. C. Ingersoll, president;: Borg-Warner Corp. 
Herbert C. Jackson, Pickands Mather & Co, 
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Boarpb OF TRUSTEES AS OF MAy 1955—Continued 


B. Brewster Jennings, president and chairman executive committee, Socony- 
Vacuum Oil Co., Inc. 

H. F. Johnson, president, 8. C. Johnson & Son, Inc. 

Clement D. Johnston, president, Bristol Grocery Co. 

Jesse Jones, Houston, Tex. 

James 8. Kemper, chairman, Lumbermens Mutual Casualty Company of IMinois. 

H. Donn Keresey, president, Anaconda Wire & Cable Co. 

Henry T. Killingsworth, vice president, American Telephone & Telegraph Co. 

Sigurd S. Larman, president, Young & Rubicam, Inc. 

Fred Lazarus, Jr., president; Pederated: Department Stores; Inc. 

J. P. Levis, chairman, Owens-Illinois Glass Co. 

Howard A. Lewis, vice president, American Motors Corp. 

Leroy A. Lincoln, chairman, Metropolitan Life Insurance Co. 

James A. Linen, vice president, Time, Inc. 

Walter L. Lingle, Jr., executive vice president, the Proctor & Gamble Co. 

Homer J. Livingston, president, American Bankers Association 

Augustus C. Long, president, the Texas Co. 

iJ. J. Loynd, president, Parke, Davis & Co. 

August Maffry, vice president, Irving Trust Co. 

H. N. Mallon, president, Dresser Industries, Inc. 

John L. McCaffrey president, International Harvester Co. 

. Parker McComas, president, Philip Morris & Co., Ltd., Inc: 

Thomas H. McKittrick, Blairstown, N. J. 

George W. Merck, chairman, Merck & Co., Inc. 

Don G. Mitchell, chairman and president, Sylvania Electric Products, Inc. 

William A, Mitchell, president, the Central Trust Co. of Cincinnati 

(.S. Moore, Jr., executive vice president, National Biscuit Co. 

Sterling Morton, chairman, Morton Salt Corp. 

Malcolm Muir president, Newsweek 

George Nebolsine, partner, Coudert Bros. 

J. Wilson Newman, president, Dun-& Bradstreet, Inc. 

Irving S. Olds, White and Case 

W. O’Neil, chairman and president, the General Tire & Rubber Co. 

Stanley de J. Osborne, executive vice president, Olin Mathieson Chemical Corp. 

Morehead Patterson, chairman and president, American Machine & Foundry Co. 

Kaymond T, Perring, president, the Detroit Bank 

LeRoy A. Petersen,, president, Otis Elevator Co. 

Warren Lee Pierson, chairman, Trans World Airlines; Inc. 

H. W. Prentis, Jr., chairman, Armstrong Cork Co. 

H. F. Prioleau, president, Standard-Vacuum Oil Co. 

M. N. Rand, vice president, Remington Rand, Inc. 

Philip D. Reed, chairman, General Electric Co. 

Ralph T. Reed, president, American Express Co. 

Everett D. Reese, president, Park National Bank of Newark 

Edward ©. Riley, general manager, General Motors Overseas Operations 

Henry G. Riter III, president, National Association of Manufacturers 

Morris-S. Rosenthal, New York, N. ¥. , 

Kenneth Rush, vice president, Union Carbide & Carbon Corp. 

David Sarnoff, chairman, Radio Corporation of America 

Henry D. Sharpe, Jr., president, Brown & Sharpe Manufacturing Co. 

Leo N. Shaw, executive vice president, the First National City Bank of New York 

Frank P. Shepard, vice president, Bankers Trust Co. 

John B. Slater, president, American Export Lines, Inc. 

George A. Sloan, president, Blue Ridge Mutual Fund, Inc. 

Russell G. Smith, executive vice president, Bank of "American National ‘Trust & 
Savings Association 

J. P. Spang, Jr., president, the Gillette Co. 

Lucian C, Sprague, Minneapolis, Minn, 

William R. Strelow, vice president, Guaranty Trust Co. of New York 

Sidney A. Swensrud, chairman, Gulf Oil Corp. 

Dr. John F, Thompson, chairman, the International Nickel Co., Inc. 

Joseph H. Thompson, president, the M. A. Hanna Co. 

Juan T. Trippe, president, Pan American World Airways, Inc. 

Thomas J. Watson, Jr., president, International Business Machines Gigs 

Lowell P. Weicker, Paris, France 
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Theodore Weicker, Jr., president, E. R. Squibb & Sons, overseas division, Olin 
Mathieson Chemical Corp. 

Leo D. Welch, director, Standard Oil Go. (N. J.) 

Richard H. West, president, Irving Trust Co. 

Walter H. Wheeler, Jr., president, Pitney-Bowes, Inc. 

Ogden White, partner, White, Weld & Co. 

Arthur J. Wieland, vice president and general manager, Ford International 

Charles D. Wiman, president, Deere & Co. 

James D. Zellerbach, president, Crown Zellerback Corp. 


By.Laws, ArtICLe II1I—SUsBScRIPTION FOR MEMBERSHIP 
Secrion 1. Each member shall pay an annual subscription on a voluntary basis. 
ARTICLE I[V—REPRESENTATION 


Section 1. Representation and voting rights.—Kach organization member mak- 
ing an annual subscription of at least $40, and each associate member making 
an annual subscription of at least $100, shall be entitled to the following repre- 
sentation and vote with respect to all matters presented to the United States 
Council for action at annual or special meetings or by mail vote. Each organi- 
zation member shall be entitled to 1 delegate with 1 vote for every $100 subscribed 
to the council, provided, however that no organization member shall be entitled 
to less than 1 delegate with 1 vote, nor more than 10 delegates and 10 votes. 
Bach associate member shall be entitled to 1 delegate with 1 vote. 

Sec. 2. No delegate shall represent more than 2 members and no delegate shall 
cast more than 1 vote. Provided, however, that any member may upon written 
authority cast votes by proxy for any other member, 

The Cuatrman. I do not really see why you should not give what 
your dues are. 

Mr. MacEacuron. Let me explain just a little bit there, Senator. 
I am sure you can understand this point. The contributions made 
by our members are their own business, and they vary widely. Some 
may feel embarrassed to find that they are paying less or have it dem- 
onstrated to everyone that their contribution is small compared to the 
contributions of other members of comparable size and wealth and 
so on. 

The Cuarrman, Oh. 

Mr. MacEacuron. I think this is a family affair that we should 
not be forced to divulge in public. 

The Carman. You mean it might arouse some ill feeling among 
your own members? 

Mr. MacEacnron, I think that is conceivable. 

The Cuarrman. I do not know about these things. 

Are you through, Senator Bricker? 

Senator Bricker. I believe at this time; yes. 

The Cuarrman. The Senator from Indiana? 

Senator Carenart. Would you be just as happy if we would give 
the Export-Import Bank $100 million and give them the authorit 
to do exactly that which the International Waiice Corporation will 
be given the authority to do? 

Mr. MacEacuron, No, sir. 

Senator Carenart. You would not? 

Mr. MacEacuron. No, sir. 

Senator Capenart. Why? 
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Mr. MacEacuron. Well, in the first place, in order to get $100 
million contribution here, the United States only has to put up $35 
million instead of the $100 million. And we are only taking a third 
of the burden instead of the whole burden. 

In the second place, I think that it is very important that we make 
these nations that are now recovering their economic strength in Eu- 
rope particularly have a responsibility 

Senator Carenart. You do not anticipate any of this money will 
be loaned in Europe, do you? 

Mr. MacEacnuron. No, no, but to make them responsible, to feel 
that they have to put up the contribution. No, the money by and 
large will not be loaned in Europe I am sure except possibly in Greece, 
Turkey, some of the underdeveloped countries in Europe. 

Senator Cargnart. Would you recommend that we, simultaneously 
with going into this, likewise authorize the Export-Import Bank to 
loan up to $100 million under the same circumstances that we are 
authorizing the International Finance Corporation to do? 

Mr. MacEacuron, Well, Senator Capehart, you have asked me a 
question I am just not fit to answer. This Corporation will make risk 
capital available. The Export-Import Bank cannot. 

Senator Carenart. What do you mean it cannot? 

Mr. MacEacuron. Cannot is my understanding. 

Senator Capenart. Yes, it can. 

Mr. MacEacuron. It can? Well, Iam inerrorthen. And it was 
also my understanding that the Export-Import Bank at present had 
sizable uncommitted funds. I may be wrong there again, too. 

Senator Carrmartr. Well, it has a billion and a half, yes. The 
testimony yesterday was that its collections amount to more than its 
payouts at the moment. 

Mr. MacEacuron. Well, I had understood that. 

Senator Cargenart. What I am trying to find out is why we should 
not do this through the Export-Import Bank or, if not, why we should 
not set up the Export-Import Bank to compete with them and do 
exactly that which they are going to do. 

Mr. MacKEacnron. I think it is a very important consideration, 
Senator Capehart, and one we have to make a clear decision on. I 
have just reeently come back from Japan, for instance, as part of my 
work, and I do feel that an international organization in which the 
Japanese and Indians and Pakistanis are members can go in and talk 
to those people more bluntly and frankly than——— 

Senator apuecane Talk to them about what? 


Mr. MacEacuron. About improving climate for private enterprise 
in their country, which, frankly, is very bad in a of Asia. They 


do not care much for private businessmen. And the Asian business- 
men we met with in To were eager to have the private businessman 
supported in his struggles against governments which are frequently 
somewhat socialistic. 

Senator Carenart. Why are you so anxious to join an international 
association here and use dollars—and that is what they are going to 
do because the law calls for it-—— 

Mr. MacEacuron. Other countries will have to furnish dollars, too, 
which will be harder for them than for us. . 
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Senator Carenart. If they furnish dollars. But. they are pri- 
marily going to sell debentures and create this. This $100 million is 
just a drop in the bucket. 

Mr. MacEacuron. Yes. 

Senator Carrnart. They are going to have more than $100 million 
or it is not going to be very successful. 

Mr. MacEacuron. Yes, sir; itis very small. 

Senator Carrnart. Why do you want to give up the advantage 
that the United States has at the moment to an international organiza- 
tion in which we only at best have a third, even do not have a third, 
of the membership of the directors? While we own a third, when it 


comes to the management we do not even control it. to the extent of 
a third. 


Mr. MacEacuron.: Yes, sir. 

Senator Carrnart. Why do you want to give up that position that 
you have at the moment te an international organization ? 

Mr. MacEacuron. Well, Senator—— 

Senator Carenart. We are going to be furnishing the dollars. 
Why, if you are going to do this, are you not interested in simultane- 
ously seeing that the a eaneeet Bank has the tools to do exactly 
the same thing ? 

Mr. MacEacuron. Yes. Well, I do not say I am not interested in 
that, Senator. I just say I have not considered that. I do not know 
about the Export-Import Bank. 

I do feel this as strongly. as I can feel anything: That in this 
tremendous struggle that 1s going on between us and.the Communists 
that one of the greatest weapons in our hands is to create businessmen, 
particularly in Asia, who are self-reliant and capable of holding their 
own against governments that often are not too far removed maybe 
from having some sympathy with Russia. And I am convinced and 
our organization is convinced. after 3 years of careful consideration 
that this institution will do more than anything else we can think of 
at the moment to stimulate the growth of private enterprise through- 
out the world and particularly inthe underdeveloped countries where 
it is desperately needed. 

Senator Carenart. The thing that does.it is the dollars, is it not? 

Mr. MacEacuron. Yes, sir; but—— 

Senator Carguart. It is the dollars. . It. is the loan that does it. | It 
is the actual dollars that are loaned. 

Mr. MacEacuron. Not that alone. 

Senator CargHart., What.else are they. going to-do besides loan 
money ¢ 

Mr. MacEacuron. They will. go out and talk with them to begin 
with. They.will come in.and say to a country where the government 
is making it very .difficult.to. carry on. business: “You: are hurting 
yourself and your people.” 

Senator Capgnarr. - If; you will. yield-a minute, there-is nothing 
in the charter that.says what you are saying. 

Mr. MacEacuron. No; that is just.an.act) of faith .on.my, part, 
because that is the way the International Bank has worked, and the 
International Bank will be closely associated with the IFC. It will 
be the same man, Mr. Black and his staff. They have done a lot of 
good according to the membership of my organization, who are men 
in the investment 
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Senator Carenart, But the interesting thing to me is that here. is 
this International Chamber of Commerce, United States Council, that 
are so anxious to go into an international scheme, and yet you have 
not even given any consideration to defending and protecting your 
own Export-Import Bank, which is the American “international 
bank” of our country. 

Mr. MacEacuron. Senator Capehart, I 

Senator Cargenart. Is there something that. appeals to people about 
this international business that you just want to—— 

Mr. MacEacuron. Senator, I have never felt that the executive 
branch of the United States Government needed support from my 
organization. And the Export-Import Bank can take care of itself, 
is my feeling. . This is—— 

Senator Carenart. Why are you so much interested in taking care 
of the International Finance Corporation ? 

Mr, MacEacuron. Because we are convinced, sir, that it will help 
the growth both of our exports and our prosperity and our 

Senator Carenarr. Why are you not more interested in doing it 
through an American wholly owned bank where you are going to 
get. the benefit of it, a hundred-percent benefit of it, over the many, 
many years to come? Why do you want to 

Mr. MacEacuron. I do not think it is an “either/or” proposition, 
Senator. The Import-Export Bank will continue to operate and do 


what it can. This new organization will continue—— 
Senator Cargnarr. The Export-Import Bank at the moment.is 
not making the kind of loans that it is proposed that this organization 


will make. My question is, Why should they not? Why are not you 
and your organization interested in them doing it? 

Mr. MacKacnron. Well, we will take it under advisement, Senator, 
and consider why it should not. I think it is a very important thing to 
find out. Ihave often been very dissatisfied with the way the Export- 
Import Bank operates. I will be frank to say that. And I think 
many of my organization have been. 

Senator Biewkar Why? 

Mr. MacEacnron. But that is not the issue here. 

Senator Bricker. ? 

Mr. MacEacuron. Well, I think for the reasons that. Senator 
Capehart gave. It has been, I think, a little overly cautious in its 
loan policy. 

Senator Carenartr. Yes; I think we have been all through those 
problems. 

_ Yousay you have 350 members ? 

Mr. MacEacuron. Yes, sir; roughly. 

Senator Carenart. Would you care to canvass the 350 of them and 
ask them if they do not think that-it would be advisable while we are 
going into this International Finance Corporation that we likewise 
authorize our own bank, the Export-Import Bank, to spend $100 mil- 
lion and do exactly. the same things that the International Finance 
Corporation is going to do? 

Mr. MacEacuron, Offhand, Senator, I. think my organization 
would feel that that was a wise thing to do, but I am just not author- 
ized to say that. 

Senator Caprenart. I understand. Ask them, will you? 

Mr. MacEacuron. I will be very glad to do that. 
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Senator Bricker. Just one more question, Mr. Chairman. Do you 
have a board of directors of this United States council ? 

Mr. MacEacuron. Yes, sir. Wedo. And I neglected to bring a 
list of that group with me which I would be very A to supply you. 
I can tell you who our executive committee are, who are the executive 
body, which runs this organization from day to day. I can give you 
those names right here. 

Senator Bricker. Who are they? 

Mr. MacEacuron. The present chairman of the council is Warren 
Lee Pierson, who is chairman of the board of Trans-World Airlines. 
The vice chairmen are: Sigurd S, Larmon, president of Young & 
Rubicam; Thomas H. McKittrick, formerly vice president of the 
Chase Manhattan Bank; and James D. Zellerbach, president of the 
Crown Zellerbach Corp. The treasurer is S. Sloan Colt, president of 
the Bankers Trust Co. The other members of the executive committee 
are as follows: S. C. Allyn, president of the National Cash Register 
Co.; William M. Black, senior partner of Peat, Marwick, Mitchell & 
Co.; Philip Cortney, president of Coty, Inc., the only American cos- 
metic firm that does substantially all of its manufacturing in the 
United States; Frederick C. Crawford, chairman of Thompson Prod- 
ucts, Inc.; Eugene S. Gregg, president of the Westrex Corp.; H. J. 
Heinz II, president of the iL P Heinz Co.; Walter Hochschild, presi- 
dent of the American Metal Co., Ltd.; Paul G. Hoffman, chairman of 
the Studebaker Corp.; Amory Houghton, chairman of the Corning 
Glass Works; August Maffry, vice president of the Irving Trust Co.; 
William A. Mitchell, president of the Central Trust Co. of Cincinnati ; 
George Nebolsine, partner of Coudert Bros.; Irving S. Olds, partner 
of White & Case; Morehead Patterson, chairman and president of the 
American Machinery & Foundry Co.; Philip D. Reed, chairman of the 
General Electric Co.; Edward C. Riley, general manager of General 
Motors overseas operations; Frank P. Shepard, vice president of the 
Bankers Trust Co.; Sidney A. Swensrud, chairman of the Gulf Oil 
Corp.; Thomas J. Watson, Jr., president of International Business 
Machines Corp.; and Leo D. Welch, director of the Standard Oil Co. 
(New Jersey). 

Senator Carrnarr. There is no question but what you have some 
fine people. 

Mr. MacEacuron. I think I had better 

Senator Bricker. Is there any connection with the United States 
Chamber of Commerce at all? 

Mr. MacEacuron. They are a member of ours. 

Senator Bricker. They are just members of yours? 

Mr. MacEacuron. They are members of the international chamber. 
We had the biennial meeting of the international chamber in Japan, 
and Mr. A. Boyd Campbell, who is the new president of the American 
chamber, and Mr. Ralph Bradford, who is the international vice 

resident of the American chamber, were both there and very much 
in attendance, as well as Mr. Erwin Canham, editor of the Christian 
Science Monitor, who was there, I believe, as a United States chamber 
delegate. Our relations are very close and very warm. And I stress 
that we are appearing before you today, sir, strictly as an American 
organization, who we feel have kind of a special knowledge of foreign 
affairs because we do have these contacts. But we speak only as 
Americans and obviously it would be inappropriate otherwise. 
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Senator Bricker. That is all. 

The CyHatmman. Does the Senator from Delaware have any 
questions ¢ 

Senator Frear. No, Mr. Chairman. 

The Cuatrman. Thank you very much, Mr. MacEachron. 

Mr. MacEacuron. Thank you. 

The Cuatmrman. The next witness is John C. Lynn, legislative direc- 
tor of the American Farm Bureau Federation. 

Mr. Lynn, we are very happy to have you. The Farm Bureau I 
know from past experience has always taken a very enlightened and 
active interest in our foreign relations. We are very glad to have 
you. 


STATEMENT OF JOHN C. LYNN, LEGISLATIVE DIRECTOR, AMERICAN 
FARM BUREAU FEDERATION 


Mr. Lynn. Thank you, Mr. Chairman. 

My statement is very brief, and I believe it would save time if I just 
read it. 

Mr. Chairman and members of the committee, at the outset I want to 
express in behalf of the 1,609,461 farm families in the 48 States and 
Puerto Rico who are members of the American Farm Bureau Federa- 
tion our appreciation in being asked to present our views with regard 
to S. 1894 dealing with the establishment of the International Finance 
Corporation. 

The challenge to America is to exert. the necessary leadership for 
successfully directing its capabilities to the maintenance of freedom 
and peace. The United States must demonstrate to the world that a 
dynamic, expanding, competitive capitalism is a major factor con- 
tributing to the more abundant life that people everywhere are seek- 
ing. Foran economy to be dynamic and expanding, goods and capi- 
tal sane flow freely. This requires world trade and world investment, 
with governments encouraging private investment and stimulatin 
trade as an outlet for the increasing productivity of the world 
farms and factories. This approach requires systematic abandon- 
ment of policies directed toward restriction of the production and 
distribution of goods and services throughout the world 

Our basis for support of S. 1894 is that it is designed to stimulate 
private foreign investment. 

The current American Farm Bureau Federation policy dealing 
with this point is an follows: 


Foreign investment should play an important role in United States foreign 
economic relations. There should be increased emphasis on private investment. 
The United States should cooperate with other countries to encourage them to 
create a climate favorable to such investment. 

Senator Brickrr. Does this bill provide for private investment? 
What is there now to prevent private investment ? 

Mr. Lynn. Well, I think this bill provides that by the establishment 
of IFC perhaps there would be some venture capital that would en- 
courage private investors. Might I use an example? I am no in- 
ternational expert; I am a farmer, and I do not know all the answers 
to international finance problems. But let me give you one example 
of how we would hope this would work. 
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There is a great need particularly in the Far Kast for increased con- 
sumption of milk. We have a tremetidous supply of dried skim milk 
and butterfat in this country. There has been a process —— 
whereby you can take dried skim milk; btitter oil; rancid butter 
down inte oil, rééonstituté this inte a very drinkable product. Now, 
some private concerns have expressed a t déal of interest in estab- 
lishing some of these platits in the Far and some are'being estab- 
lished. However, we believe that this could be greatly accélerated by 
the IF€, 

For example, it might cost about $300,000, as we understand it; to 
put mone of these reeonstituting plints plus some local currency that 
is provided for under Public Law 480. Perhaps the private com- 
pany would say, “Well, now, we are willing to invest $200,000 in this 
deal.” Tf IFC will venture $100,000, then we would hope that IFC 
would do this and them maybesell their equity to this private corpora- 
tion at the end of say 5-years or whenever the plant got going. 


Excuse me for such a long answer, but thidt is the oné that iustrates 
my pomit. 
Senator Capenart. They would convert whole milk over theré into 
this powdered. milk ? 

Mr. Lynx. No, they would use’ the powder that we have here in 
the Commodity Credit Corporation. 

Senator Carenarr. All they would be is‘a distributing organization 
over there? 

Mr. Lynn. They would be a reconstituting plant where yott mix the 
two together and.-distribute it. 

Senator Bricker. Why can they not do that now and are they not 
doing it now? 

Mr. Lynn. Well, they are’ doing. it to some extent, Senator Bricker. 
For example, one of these plants was recently put up in Calcutta— 
I think Foremost Dairy, the branch in-California, the leadership 
in this—they are distributing, according to our best information, 
about 11,000 liters of milk a day. The best estimate is that if the 
capacity could be inereased-they can increase consumption to 120,000 
liters a day. 

Now, I think in this particular case the private interests are going 
ahead with that’ expansion, but you could—— 

Senator Bricker. There is no reason whiy they could not? 

Mr. Lynn. No. 

Senator Bricker. There is no reason why India could not put 
money in it? 

Mr. Lynn, No. , 

Senator Bricker. Or an Indian businessman might build a plant 
of his own and buy our product? 

Mr. Lynn. That is right. 

Senator Bricker. This would simply give a little more money’ to 
it then ? 

Mr. Lynn. That is right. 

Senator Brioxer. It is a matter of using the American taxpayer’s 
dollar to maybe urge and aid private investment ? ; 

Mr. Lynn. That is right, 

Senator Bricker. Which might go in and could go in itself if it 
wanted to do so? 





INTERNATIONAL FINANCE CORPORATION 87 


Mr. Lynn. That is right, but they have not, Senator Bricker. 

Senator Bricker, It is what? 

Mr. Lynn. Private investment is not. going abroad at the rate that 
we think it should, and when we consider the $35 million—— 

Senator Buicxer. Is that. not up to private capital to determine 
whether it goes abroad or not? 

Mr. Lynn. That is right. 

nator BRIcKER, Well, why are they not going then? 

Mr. Lynn. I think primarily because of the policies of some of 
the Governments that would become members of IFC who—— 

ar Bricker. You think this would break down their oppo- 
sition. 

Mr. Lynn. Well, I think it would make a contribution. The $35 
maillion—— 

Senator Bricker. Do you look to this to bring about more and more 
exports of American agricultural products? 

r. Lynn. We would hope.so.. 

Senator Bricker. What about the import of foreign agricultural 
products? That is a commensurate part. of the program, is it not? 

Mr. Lynn. Well, it might, previde—— 

Senator Bricker. We cannot have experts: without. imports. 

Mr. Lynn. That.is.right, but we.cannot have exports of agricultural 
commodities or any. other products, unless in these areas, particularly 
the underdeveloped. areas, thinking in terms of southeast. Asia, not. 
Western Europe, we ee the people. gainfully. employed. 

Senator Bricknr. Here or there? 

Mr. Lynn. There. We.aresomewhat.critical of the present.fereign- 
aid program withregard to this point, as, you perhaps know, because of 
the fact that. we haye poured. into these: countries since the end. of 
World War II approximately, $45; billion, 

Senator Bricker, It is more than that.now. 

Mr. Lynn... Well, its.a,tremendous,sum.. Therefore, $35. million 
additional money, that might do.some of these things that. we hope will 
be done does not frighten, us;very. much. We would like to.see some of 
the money. being spent, for foreign-aid, curtailed, because.it is om a 
grant basis.and, used for, this.purpose. 

Senator Bricxer., If that. grant.money- has. not. encouraged. these 
people to produce, and, to get. their nationals employed, I do. not. see 
how you are so encouraged about spending here $100 million. 

Mr. Lynn. We are not going to spend $100 million. Only $35 
million. At least: we get them to: putin $2 for every, one we put in. 
And it has been done. the. other wy ® until now. We have. been 
putting-up all:the dough —— -caseof:the international bank 
and‘a i others. I believe that wecan get further in causing these 
other countries to create the right kind of. climate for our investment 
by working, with these.fifty-odd other, nations. cooperatively. in this 
enterprise rather than the United. States saying to. these countries, 
which we have been saying since. the war, “Get your house in order 
so that you can encourage these things.” They have not.done it. 

Senator Bricker. You think they are not working there or using 
the best methods of agricultural production? Which? 

Mr. Lynn. Well, they are doing pretty well as far as agricultural 
production. While we hold an umbrella over the world prices of 
agricultural commodities, we are encouraging a lot of people to 
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produce agricultural commodities. For example, in India, a great 
part of our aid money, and particularly the technical assistance money, 
1s being used to increase rice production in India. 

We are not objecting to that, but at the same time we have about 
240,000 tons of surplus rice that we have offered to India—I_ under- 
stand our Government has—on most any kind of terms, and they are 
not interested in buying. 

Senator Bricker. Do you think this setup here would encouarge 
them to buy it? 

Mr. Lynn. Not necessarily in the short run, but in the long run I 
think it would, sir. 

Senator Bricker. That is all. I apolize for breaking in, but it 
seemed to me very important. 

Mr. Lynn. I appreciate the opportunity to discuss some of these 
problems. 

The CHArrman. You may proceed. 

Mr. Lynn. Continuing to quote from our resolution : 

Development and expansion of world economies will require considerable 
amounts of capital. The United States will inevitably be called upon to furnish 
a relatively large amount of this capital. We believe the major portion of this 
amount should be private capital. 

Based on the best available information, we believe that the Inter- 
national Finance Corporation will assist in encouraging private capital 
to invest in foreign countries, especially in the less-developed areas. 
Such a program could greatly reduce direct Government aid and would 
put our mutual security program on a much sounder basis. 

The Corporation would have as its primary pur the stimula- 
tion and encouragement of private investment in productive undertak- 
ings, and the promotion of conditions which will further private 
investment, with such supplemental Corporation capital as'may be 
necessary to stimulate private investment, or for use in instances 
where private capital is not available on reasonable terms. 

We believe these objectives of IFC are sound and are, in general, in 
conformity with current Farm Bureau policies. 

The United States is expending money, materials, and manpower 
in an attempt to strengthen free-world economies. The greater part 
of these expenditures is in the form of economic-grant aid. Quoted 
below are the 1955 American Farm Bureau Federation policies deal- 
ing with economic-grant aid: 

We believe that economic aid on a grant basis seldom accomplishes its 
intended purpose, but instead tends to weaken our economy as well as that of 
the recipient, and often diminishes United States prestige abroad. Except in 
disasters, we recommend that monetary grants be replaced by loans which 
assure the opportunity to repay the United States in goods or services. These 
loans should be made through banking institutions on a sound basis with pro- 
visions to repay in goods which complement our economy, or in goods or 
services which would otherwise require United States dollar appropriations. 

We believe that membership in IFC, with a capital investment by 
the United States of about $35 million under the terms and condi- 
tions provided in the proposed articles of agreement, will encourage 
the growth of productive private enterprises abroad. If this can 
be accomplished, economic development, especially in the less devel- 
oped areas, will progress at a far more rapid rate and on a much 
or basis than can be accomplished by continued economic grant 
aid. 
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The American Farm Bureau Federation recommends that Congress 
authorize United States participation in the International Finance 


The Cuairman,. The Senator from Indiana. 

Senator Carenarrt. [ just have two questions, If we are going to do 
this, would you recommend that simultaneously we authorize the Ex- 
port-Import Bank to loan up to $100 million on the same basis! 

Mr. Lynn. We have not given that specific point consideration. 
It has been my understanding that the loans of the Export-Import 
Bank have been made on strictly sound banking principles. 

Senator Carenart. I know, but my point is that if we are going 
into this do you think then we ought to permit the Export-Import 
Bank to do exactly what we are going to authorize these people to do? 

Mr. Lynn. I could not answer that now, sir. Our board has not 
given that consideration. 

Senator Capenmart. Did it oceur to your board that it might be a 
ood idea to look after the American bank and put ourselves in a posi- 
tion to compete worldwide and not be tied down as a part owner of 
an international bank? 

Mr. Lynn. Well, we have that now, sir. 

Senator CarrnHart. What do you mean we have it now? 

Mr. Lynn. We have the Export-Import Bank now. 

Senator Carenart. Yes, and you have the International Bank now 
too; do you not? 

Mr. Lynn. Yes, sir. 

Senator Carenarr. Why are you wanting to add this on to the In- 
ternational Bank ¢ 

Mr, Lynn. Well, the International Bank requires guaranties by the 
governments. It does not venture capital as IFC proposestodo. For 
example, in the milk example that I gave, I do not believe the Inter- 
national Bank—— 

Senator Carrnarr. Will you yielda moment? In other words, you 
feel it is needed ¢ 

Mr. Lynn. That is right. 

Senator Carenarr. That the International Finance Corporation is 
needed ? 

Mr. Lynn. That is right. 

Senator Cargenartr. You are proposing to put it under the supervi- 
sion and under what might be called the same management as the 
International Bank? 

Mr. Lynn. Yes. 

Senator CarpeHart. My question is: Why did it not enter your mind 
to do it through the wholly owned, 100 percent American bank, the 
Export-Import Bank? y, if you are going to recommend this 
international bank do this job, are you not in favor of setting up your 
own American bank to do exactly the same thing ! 

Mr. Lynn. In addition to this? 

Senator Carruart. Particularly inasmuch as they are going to use 
dollars in this International Finanee Corporation. 

Mr. Lynn. You mean, sir, in addition to IFC perhaps? 

Senator Carenarr. Yes. : Prete. i 

Mr. Lynn. I do not know what our position would be. Certainly 
we are interested in the objective as we understand it of this bill. If 
the ell Bank can be utilized to further this objective, I 
do not see any objection to it. 
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Senator Carrerarr. If this is a good thing for the world and if they 
are going to use dollars, then why do we not, the United States, do it 
or at least why do we not do half of it? Why do we not put out own 
bank in ¢ a to do that which we are going to authorize the Inter- 
national Finance Corporation to do? 

Mr. Lynn. Well, it isa very good question. I would just like toadd 
this, Senator Capehart: We have, since the end of World War TI, 
spent upward of $50 billion in attempting to get this job done. We 
have not got it done to the extent needed. 

Senator Carrrart. Yes, sir. 

Mr. Lynn. I doubt if by adding another $100 million to the Export- 
Import Bank we will get it done. 

Senator Carruart. What makes you think you are going to get it 
done with $100 million through the International Finance Corpo- 
ration ¢ 

Mr. Lynn. In the first place, you have 50-odd countries participat- 
ing in IFC. 

Senator Carrnarr. Yes, but there is still a limit to it—$100 million. 

Mr. Lynn. But you are getting them to put up$2 for every one we 
are putting up, and I believe we will get further by saying to X 
country 

Senator Capenart. You say that, but would you not have the same 
experience there that you had with the International Bank? They 
have not put it up yet. 

Mr. Lynn. We might. 

Senator Capenarr. Very little money other than dollars has been 
used in the International Bank. 

Mr. Lynn. Sir, I could not predict. But I would just add this 
again: We have gambled upward of $50 billion in this field. I am will- 
ing to put up $35 million more on the chance that we ean find a solu- 
tion to this problem. 

Senator Guemiaee T am not arguing with that premise. 

Senator Bricker. You mean you are willing to put up $35 million 
more of the taxpayers’ money through the Congress’ action ? 

Mr. Lynn. Well, we have made recommendations with regard to 
appropriations, Senator Bricker, that would save far, far more than 
this in the foreign-aid program. 

Senator Carrnart. I am not ope 9 the International Finance 
Corporation. I am trying to find out from you, representing’ the 
American Farm Bureau, why it would not be wise likewise, if we are 
going to put $35 million in and permit the International Bank to or- 
ganize the International Finance Co ion with $100 million, to 
do the same thing for our own bank: If it-is sucha good thing, then 
why do we not keep it for ourselves, or at least why do we not — 
half of it? Why do we not permit our own bank'to do that wh 
the International Fisiaeie Corporation is going to be permitted to do? 

Mr. Lynn. Sir, we are having a meeting of our’executive committee 
next Tuesday. 

Senator CaPenart. Will you take it up with them? 

Mr. Lynn. I will take it wp; and with your permission I will file a 
supplemental statement d with that point’ if any’ significant 
recommendations are made. » 

Senator Carenart. I wish you-would do that.. I wish you would 
find out why, if it is good for the International Bank to have a sub- 





INTERNATIONAL FINANCE CORPORATION 91 


sidiary—and that is really what this amounts to—we should not per- 
mit the Export-Import Bank to do exactly the same thing. 

Mr. Lynn. I will be happy to do that, sir. 

Senator Caremartr. Thank you, sir. That is all I have, Mr. Chair- 
man. 

Senator Bricker. Mr. Chairman, one more question. You say at 
the bottom of page 2 when you are outlining the policy of the Ameri- 
can Farm Bureau Federation : 


These loans should be made through banking institutions on a sound basis 
with provisions to repay in goods which complement our economy, or in goods 
or services Which would otherwise require United States dollar appropriations. 

I do not know exactly how you anticipate working that out 

Mr. Lynn. May I give you an example? 

Senator Bricker. Yes, that, is what I want. 

Mr. Lynn. You will understand that IT am primarily interested in 
agriculture, and if my remarks are slanted to agriculture that should 
be understood. 

Senator Bricker. Surely. We are all interested in agriculture. 

Mr. Lynn. We have currently in the hands of Commodity Credit 
roughly $8 billion worth of surplus agricultural commodities. The 
amount of strategic material in the Moekpile of the United States is a 
secret. Ldo not know how much is.in, there, but it may be less than $5 
billion. We are in critical need: of many of the strategic metals that 
we are dependent on imports for from 75 to 99 percent of many of these 
minerals. Now, what-this is aimed at, Senator Bricker, one point that 
it is aimed at, is this: Can we not work out some way to utilize the sur- 

lus agricultural commodities held by the Government in exchange 
fer these critical and strategic materials? Not to compete with United 
States producers of these materials—for example, lead and zinc—but 
put them aside in a field with a barbed-wire fence around it, and hold 
them for that day when we may have a national emergency. 

Now, that.is one special point in connection with this. 

Senator Bricker. That means government trading then, does it not? 

Mr. Lynn. It, might but that is what we are doing now, It is.no 
different. Private business should be used wherever possible. 

Senator Bricker. Many of us have tried,to get some consideration 
for the nts that have been given, and we always: meet. with the 
answer: Well, they have got, to sell that stuff in order to get more 
money. 

Min. This deals with barter, but we have not. solved. 

Senator, Bricker. It is a barter program then you are advocating? 

Mr. Lynn. That.is right. 

Senator Bricker. Through Government, channels? 

Mr. Lynn. Private channels insofar as you can, and if not-—— 

_ Senator Bricker. Of course, I do not see how, this program would 
in any way enhance private investment, except, maybe by, encour- 
agement of or undergirding credit. And, of course, private. purchas- 
ing would not go into, the stockpile by any consideration. 

_ Mr. Lywy. Well, here isa further example, if I might pursue it 
just a moment, as to how we think perhaps. IFC would work. We are 
taking all the production, for example, in some.of the southéast; Asian 
countries, of tin. Tin production could be stepped up. It perhaps 
takes venture capital in order to do it. If that can be done through 
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IFC with these other countries cooperating, with the particular gov- 
ernment creating the climate whereby this would be made possible, 
then we think that we could take the increased production of tin and 
stockpile it here and, if necessary, exchange that for badly needed 
agricultural commodities which they say they are in desperate need 
of. By that method I think it would be helpful. 

Incidentally, Mr. Chairman, we would be happy to file with the 
committee a list of our current membership if that——— 

The Cuarrman. It is pretty big. Are you going to tell us what 
your dues are? 

Mr. Lynn. Yes, sir. I will be happy to file an audited statement. 

Senator Bricker. I think most of us know. 

Senator Carenart. Ten dollars a year I think. 

The Cuarrman. One point for the record that I thought might be 
interesting, although it does not pertain particularly to this point. 
I have the annual report for 1953-54 of the International Bank which 
bears on this question of the lendable funds supplied by this country 
and other countries. I quote from page 38. It says: 

In the past year there has been a considerable acceleration in the growth of 
funds available from outside the United States. Lendable funds increased by 
$310 million. Of this amount, $189 million, or 61 percent, came from other 
than United States sources. Since the Bank’s operations began, the propor- 


tion of its total lendable resources drawn from outside the United States has 
been increasing. By the end of the fiscal year it had risen to 38 percent. 


It would bear out your view, I think, or your point, that by getting 
participation by these 40 or 50 countries—I believe 40 have already 
agreed, have they not? 


Mr. Lynn. I believe so. 

The Cuarrman. Of course, it will probably be open for the admis- 
sion of other members who want to participate. But the point is that 
by getting them to participate we ares inducing foreign funds to 
come along and support ours in this activity 

Mr. Lynn. That is right. 

The CuatrmMaN. You started a moment ago to make a point, and 
I believe your attention was diverted. You started to tell us why 
you think the participation of these foreign countries is a beneficial 
thing and will add greatly to the effectiveness of the organization. 
I wish you would elaborate that for a moment. 

Mr. Lynn. Well, if we do this kind of activity on a bilateral basis. 
That is, as I said before, we have been trying this with billions of 
dollars in the last 10 years, and we have not succeeded. I hesitate 
to mention a country, but just say India, for example. We do not suc- 
ceed in creating the kind of climate that would induce private capital 
in there. However, if we are sitting around the table with fifty-odd 
other countries and make a proposition that all of those countries 
agree to—‘Now, X Country, we recommend that you do this and 
this and this in order to create this climate for private investment”— 
we believe that it will have a greater force in causing that country 
to do it than if the United States says, “We think you ought to do it.” 

The Crarrman. Do you think then that particularly the Asian 
countries—you said you were particularly interested in them—— 

Mr. Lynn. That is right. 
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‘he CuainmMan. Are more sympathetic to proposals for investment 
in which they participate than they are where they are ordered ov 
directed to do it by our country alone? Is that your point? 

Mr. Lynn. That is the real point. 

The Cuarrman. What makes you think that people do not like to 
be directed in their policies by this country? Do you have any reason 
to believe they do not like that? 

Mr. Lynn. Well, most of the countries will follow our direction on 
a temporary basis as long as we are gre 4 up, let us say, $150 million 
a year into the kitty. But I do not think we build any lasting eco- 
nomic changes in an economy of a country by pouring in dollars. We 
have to convince them through other countries and with all the persua- 
sion we have—and maybe withdraw some of this grant aid that we 
have been distributing all over the world, and say, “Now, we are will- 
ing to help you, but you must do this, this, and this if you are going 
to continue to get our assistance.” 

The Cuamman. Do you think the Indians or the Indonesians like 
to participate in decisions and policies relating to their own business ?/ 

Mr. Lynn. Well, I think any people do. 

The Caarmman. Oh, you think anybody does? 

Mr. Lynn. Oh, yes. That is the basis of our 

The Cuarmman. You think they do even though we know better 
what they should do? They still want to participate in it? 

Mr. Lynn. Sure. We cannot force our way of life on any people. 

The CHarmman. Even though ours is much better than theirs’ 

Mr. Lynn. No question about it being better. 

The CuarrmMan. No question ? 

Mr. Lynn. No, sir. 

The Cuamman. But still you think they like to participate in the 
decisions? 

Mr. Lynn. That is right. 

The CuarrMan. Therefore you think that is one of the reasons why 
this is a better approach than a strictly American organization ? 

Mr. Lynn, Exactly right, sir. I had a little experience 314 years 
after the end of the war in Western Germany in this field, and with 
all the power that we had we did not force our will on those people 
until we got them together and let them help decide. They perhaps 
were using some of our ideas, but they were their own. 

The Cuarrman. Then, if I understand you rightly, you think that 
the element of human nature, human psychology, is an important 
consideration in these relations and that this approach is more con- 
sistent with human psychology, we will say, than is perhaps a single 
agency manned solely by Americans? Is that right ? 

Mr. Lywn. I do, sir. 

The Cuarrman. That does not mean to say that what we do directly 
in itselfis bad. You are not advocating that we eliminate or in any 
way curtail a strictly American undertaking such as the Export-Im- 
port Bank? In fact, if I understand you correctly, you think they sup- 
plement one another? Is that right? 

Mr. Lynn. That is right. And we would be for expanding the 


Export-Import Bank if it really moved in the direction of solving 
some of these problems. 
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The Cuarrman. You have no objection to expanding it) in this 
direction ? 

Mr. Lynn. Not at all. 

The CuarrMan. But that does not happen to be the immediate prob- 
lem before you? Is that your attitude? 

Mr. Lynn. That is right. Exactly right, sir. 

The Cuatrman. Thank you very much, Mr. Lynn. 

Senator Cargenart. I have just a couple of questions. How many 
directors does the International Bank have ? 

Mr. Lynn. Oh, 1am not sure. I have got it here, but I am not sure 
how many. 

Senator Capgrnart. You say that a benefit of the International 
Bank or this International Finance Corporation plan is that fifty-odd 
countries will sit down and work out a plan. I presume you mean 
for another country ? 

Mr. Lynn. We would hope so. 

Senator Capenart. Do you know that it does not work like that? 

Mr. Lynn. No. 

Senator Carpenartr. Do you know that the directors run the Inter- 
national Bank and that it is possibly one of the toughest, roughest, 
hanking institutions in the world? That they are really tough? Do 
you likewise know that they go into a country and make up a plan and 
say to this country, “Now, you either take it or leave it”? Did you 
know that? 

Mr. Lynn. I knew 

Senator Capenart. “Take it or leave it.” And that this plan is to 
be directed by the same directors and that there are some 16 directors 
in the Bank? 

Mr. Lynn. Yes, but this is a hard-boiled banking proposition with 
a fixed interest rate on sound propositions. Now, the IFC would be a 
little different in that respect, in that it would be venture capital, risk 
capital, that the International Bank is not prepared under its charter 
to do. 

Senator Carenart. The point I was trying to make was that this 
thought that you have that they like it better because it is the Inter- 
national Bank and 54 nations are participating in it does not work 
out like that in practice. Or at least it has not in the International 
Bank, because the countries do not participate in it. It is only the 
directors that run it. 

Mr. Lynn. This chart here on the report of the International Bank 
for 1953-54 shows a very marked increase in the loan commitments 
made. It shows here about $1.9 billion. 

Senator Carpnartr. They have been loaning money. There is no 
question about that. 

Mr. Lynn. Yes. 

The Cuareman. Is it not rather typical that most organizations 
of large membership are run by the board of directors? 

.Mr. Lynn. That may be true in Government but not true in private 
organizations such as ours. 

The Cuamman. You mean your board of directors does not. have 
any influence in your organization ¢ 

Mr. Lynn. Yes, sir; it does. But the voting delegates from whom 
I am quoting here are the prime movers in this outfit. 
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Senator Bricker. One more question. You mentioned in response 
to the question of the chairman a moment ago that these countries like 
to participate in their own industry and in their development and 
that they felt better satisfied when we did not impose our program 
upon them. I think that is entirely true. Is there anything that is 
proposed to be done here that could not be done by the individual 
countries if they had the will to do it? 

Mr. Lynn. Oh, I think that is right, sir, but 

The CHairmMan. May I intervene? You mean will without any 
money’ I think they have the will. 

Senator Bricker. There is no country that does not have the money 
to do the things that will be done here. As I think of $100 million 
in the sense ol national worth or value, it is not a great amount of 
money. I do not see any country here that could not raise the whole 
amount as far as that is concerned if they wanted to do it. 

Mr. Lynn. May I make just one more point in that connection / 

The CHatRMan. Yes, sir. 

Mr. Lynn. Public Law 480, the Agricultural Trade Development 
Act, we think it is a very important tool that the United States can 
use in connection with this and the Export-Import Bank. The fact 
of the matter is we made a recommendation last year that the local 
currencies we receive under the Agricultural Trade Development Act 
be put through the Export-Import Bank and be used by that institu- 
tion. We are somewhat disappointed in the administration of the 
local currencies under Public dae 480, and we would hope that some 


mention would be made of that in the report of this committee deal- 
ing with this subject, because we do believe it is an important part 


of this whole picture. 

Senator Bricker. Why has it not been used / 

Mr. Lynn. I do not know, for sure sir. I think there has been a 
tendency on the part of the various administrative agencies of Gov- 
ernment not to be able to agree on who had the authority to do what, 
and so forth, and there is a tendency on the part of some people who 
have been in the “giveaway” business a long time to say, “Let’s handle 
this like we did the counterpart funds under the Marshall plan. Let’s 
give 95 percent of it back to the country.” And that is not the intent 
of Public Law 480. It is our local currency to do with whatever we 
see fit. 

Senator Carruart. You think we ought to lend it to good purposes 
in these respective countries? 

Mr. Lynn. That is right. If it takes a million dollars to do a proj- 
eet under IFC and a million rupees, for example, let’s lend the rupees 
out of our Public Law 480 funn 

Senator Bricker. Why do you think it would work better here than 
it has in the Export-Import Bank under the agricultural law ? 

Mr. Lynn. As I said before, this is venture capital. 

Senator Bricker. This is just a bit more risky / 

Mr. Lynn. That is right. And we have taken risks. This is not 
a very big one. 

The Cuarrman. Thank you very much, Mr. Lynn. 

The next witness is Robert H. Craft, chairman of the foreign in- 
Pence committee of the Investment Bankers Association of 

merica. 
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Mr. Craft, we are very happy to haye you. Will you take a seat. and 
give us the benefit of your wisdom in this. matter? 


STATEMENT OF ROBERT H, CRAFT, CHAIRMAN, FOREIGN INVEST- 
MENT COMMITTEE, INVESTMENT BANKERS ASSOCIATION OF 
AMERICA 


Mr. Crarr. Thank you, Senator. 

I am executive vice president of American Securities Corporation 
a corporation engaged in the general securities business at 25 Broad 
Street, New York. I am also vice president of the Investment Bank- 
ers Association of America and chairman of the Association’s Foreign 
Investment Committee. The board of governors of the Investment 
Bankers Association has authorized me to appear today before this 
committee to testify in behalf of the foreign investment committee in 
support of the proposal to form International Finance Corporation as 
un affiliate of the International Bank for Reconstruction and Develop- 
ment, as proposed in Senate bill 1894. 

For the record, the IBA is a voluntary, unincorporated trade asso- 
ciation of investment bankers and securities dealers who underwrite 
and deal in all types of securities, both foreign and domestic. It was 
organized in 1912 and has operated continuously since that time. As 
of June 1, 1955, our association had 807 members engaged in one phase 
or another of the securities business in the United States and Canada. 
Our 807 members had, in addition to their main offices, 1,222 regis- 
tered branch offices. We thus have members with either main or 
branch offices in practically all parts of the country. 

My statement will be confined to several aspects of the proposal 
before you with particular emphasis on the effects we believe Inter- 
national Finance Corporation would have on private investment 
abroad. 

The primary interest of the members of our association in the for- 
eign field is to contribute, through the stimulation of private enter- 
prise, to the ecoriomic development of the less-developed sections of 
the free world. One important prerequisite to this objective is the 
creation of conditions in which private capital can be encouraged 
te go abroad. We believe it is lésinstie also to substitute private 
capital for Government aid to the extent possible. 

There is no practical alternative in the immediate postwar years 
to the use of Government funds for rehabilitation. lief of war- 
stricken areas has been largely completed. Some progress is bein 
made in the transition from the sonst rf program of economic ai 
to governments to the granting of loans for private industrial develop- 
ment. The next logical step is the substitution of private for Gov- 
ernment capital. 

It may take some time to remove all of the obstacles and hazards 
to foreign investment that now exist. On the other hand, there ap- 
pears gradually to be developing a more favorable atmosphere. There 
is, for example, an increasing consciousness on the part of many for- 
eign countries of the need for creating a more favorable climate for 
the attraction of American capital. Some countries have done some- 
thing about getting their internal houses in order by dealing effectively 
with fiscal problems, by taking steps to clear up past defaults, to- 
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revise laws so as to provide equal treatment for foreign capital, and 
by offering tax and other incventives. There are other countries in 
the process of adopting similar programs. 

Along with this progress, the general substantial worldwide eco- 
nomic recovery that has taken place during the past several years has 
contributed to an increasing interest on the part of American capital 
in seeking outlets abroad. Unfortunately, the cost of the exploratory 
and investigative work preliminary to undertaking private investment 
abroad and a lack of know-how to approach foreign investments in- 
telligently have been substantial deterrents to the free flow of this 
capital. 

In our opinion, International Finance Corporation would provide 
a mechanism through which some of the existing road blocks could 
be eliminated. Private capital that has been justifiably reluctant to 
undertake foreign investment alone unquestionably would be encour- 
aged to participate in partnership with an organization such as Inter- 
national Finance Corporation that will have available the experience 
and facilities of a highly trained and competent staff that has estab- 
lished a record of accomplishment in the foreign field. There are 
other groups of private investors that would be attracted to purchase 
from International Finance Corporation investments that have become 
seasoned and investments in which a satisfactory earnings record had 
been established. This latter demand should assure satisfactory turn- 
over of International Finance Corporation funds. 

Actually, there are several pools of capital that are to be devoted 
exclusively to foreign investment which are now in process of forma- 
tion. Each of these has been motivated in part by the prospect of 
entering into joint ventures with International Finance Corporation. 

The record of the International Bank for Reconstruction and Devel- 
opment affords a criterion of what might be expected from Interna- 
tional Finance Corporation under similar management. It is not in- 
significant that the World Bank recently has been successful in attract- 
ing an increasing amount of private institutional capital to participate 
in loans that have been made by the World Bank. We believe the 
same would be true of sophisticated private and corporate funds, and 
probably to a greater degree in the case of International Finance Cor- 
poration because its proposed fields of operations and the types of 
securities in which it will be permitted to invest are of a nature that 


would be of more interest to private investors. Private investors, for 
the most part, seek opportunities for capital appreciation. 

The proposed articles of incorporation, in our judgment, contain 
proper safeguards. International Finance Corporation will not be 
permitted to make ~s investments, nor will it exercise control 


over ventures in which it holds an interest. Second, there is provi- 
sion that International Finance Corporation will not be permitted to 
borrow from the World Bank. Third, under the proposed articles, 
the Corporation will have no advantage over private capital by reason 
of preferential treatment of the Corporation’s positions in foreign 
investments, These, in our opinion, are desirable restrictive cove- 
nants, 

Although there has been some expression of opinion that the pro- 
jected scale of operations of the International nance Corporation 
would be too small to have a significant impact. on the economies of 
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underdeveloped countries, we look upon International Finance Cor- 
poration as a pump-priming operation that would pave the way for 
an accelerated flow of private capital, rather than the sole supplier 
of funds needed for development of private enterprise ventures. Of 
course, it is contemplated that funds of the Corporation will be 
revolved as rapidly as possible through the sale of its holdings to 
private investors, and provision in edition is made for borrowing 
through sale of the Corporation’s own securities. 

Many countries are anxious to attract American capital. Interna- 
tional Finance Corporation, drawing upon the experience of the 
World Bank staff and personnel, can do much to guide member coun- 
tries in the creation of conditions that are conducive to the attraction 
of this capital. 

As a matter of principle, we are opposed to competition by Govern- 
ment in fields in which private capital can do the job. We believe 
that International Finance Corporation will neither hinder nor com- 
pete with private oan but on the contrary will | create condi- 
tions in which the flow of private capital abroad will be expanded 
at a much more satisfactory rate than would otherwise be the case. 

In conclusion, we believe that our ties with the free world can best 
be strengthened through the promotion of the free movement of goods 
and capital. The concept of International Finance Corporation pro- 
vides the vehicle for achieving one of these two basic objectives, and 
inevitably one will follow the other. 

In brief, it is our conviction that Senate bill 1894 is in the public 
interest, and we urge its adoption. 

The Cuarrman. Thank you, Mr, Craft. It is a very fine statement. 

Does the Senator from Indiana have questions? 

Senator Carpnart. I will ask you the same question I have been 
asking others, just as a matter of record. Do you feel that we ought 
to, simultaneously with going into the International Finance Cor- 
poration, authorize and set up our own Export-Import Bank so they 
could go up to $100 million on exactly the same basis the International 
Finance Gorporstien will offer it? 

Mr. Crarr. Senator, I think I would look upon the International 
Finance Corporation as a pilot operation and see what experience we 
have from the result of that operation. I have the feeling, although 
I am not too familiar with the staff and personnel and organization of 
the Export-Import Bank, that perhaps Interiatsosial Finance Corpo- 
ration drawing on the experience and assistance of the World Bank 
staff is probably a better vehicle which at least at the outset might be 
able to accomplish these objectives in the least costly and most efficient 
manner. 

It appears to me it might be necessary to build up a fairly sizable 
staff in the Export-Import Bank to do the same things that Interna- 
tional Finance Corporation through the World Bank will be able to 
do in a less costly manner. 

Senator Carrnart. Why are you opposed to having Americans do 
this job with American money and American organization? Why do 
you want to share this job? I am not particularly against it. i am 
just wondering why you want to share this with others. Why do you 
not want to do it yourself or at least permit your own bank to do chat 
which you are sharing with others? 
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Mr. Crarr. Yes; I see your point. I have a little bit the feeling 
that perhaps International Finance Corporation could deal in a 
harsher manner, shall I say, with some of these projects than it would 
be possible for Export-Import Bank to do without courting the 
antagonism of the potential borrower or seeker of capital, by its very 
nature, being under the shield of an international cloak. I think we 
have courted a lot of antagonism throughout the world through some 
of our 

Senator Cargnart. Do you think that virtue is great enough that 
we ought to give up in America the leadership in world affairs and 
world financing and that we ought to play a secondary position to an 
international bank that is dominated by others than ourselves ? 

Mr. Crartr. Of course, we take a leading role in the affairs of the 
International Bank. I am not prepared to answer that question. I 
just think that perhaps—— 

Senator Carrnart. I was getting ready to tell you that in practice 
we now get all the heat that is put upon the International Bank be- 
cause most nations and most peoples throughout the world think we 
control it and own it and operate it. It is domiciled here. So you 
get now that which you felt a moment ago in your explanation you 
might not get. 

Mr. Crarr. I think perhaps you would get it in greater degree if it 
were solely a United States corporation. 

Senator CapeHart. Why can we not have both ? 

Mr. Crart. I see no reason why we cannot have both, Senator. 

Senator CarrHart. Why should we not have both? 

Mr. Crarr. On the other hand, I think I would experiment with 
International Finance Corporation before I ventured more funds into 
the foreign field. 

Senator Carenart. I do not know what you mean by experimenting 
with it. 

Mr. Crart. This is something of a pilot operation in my judgment. 

Senator Carenart. It is what? 

Mr. Crarr. It issomething of a pilot operation. 

Senator Carenart. Itis very simple. I can see it just as plain, and 
you can too. You know how it will work. It will just pick out a 
project in a given country and private capital will put up part of the 
money and the International Finance Corporation will put up the rest. 
Possibly a third group will be Americans. Possibly it will be an 
American company that is now there but feels that it needs expansion. 
They will use this means to get some additional capital to expand. 
Under the terms of the paper that the International Finance Corpora- 
tion will take, if it is a successful project, within 3, 4, or 5 years, they 
will buy that paper. If it is not successful, they will let the Interna- 
tional Bank take the loss. I mean the International Finance Cor- 
poration. 

Mr. Crarr. Not the International Bank. 

Senator Carenart. I say the International Finance Corporation. 
I see nothing troublesome about it. I see nothing complex about it. 
I see nothing to experiment on. It is just a matter of making loans. 

Mr. Crarrt. I think probably this is the vehicle, the stimulant, the 
catalyst so to speak, that we need to begin. 

Senator Carenart. I do not think there is any question about it. 
I am not talking against it. I am trying to find out why we do not 
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likewise simultaneously with doing this for the International Bank— 
and that is what you are doing it for. Don’t let anybody fool you. 
It is going to become a subsidiary of the International Bank. It is 
going to permit them to do that which they cannot do at the moment 
under their charter, and they thought it was easier to go this route 
than it was to change their charter and permit the International 
Bank to do it. The International Bank if it wanted to change its 
charter could do exactly what this new corporation is going to do, 

Mr. Crarr. That is correct. 

Senator Carrnart. But they decided it was easier to go this route 
than it was to change the charter of the bank. My point is why do 
we not, simultaneously with going into this with the International 
Bank, permit the Export-Import Bank likewise to get some experi- 
ence, if experience is needed? We ought to get it now, not later. 

Mr. Crarr. I would prefer to see whether or not this mechanism 
could do the job before pouring more money into an operation that 
might prove to be 

Senator Carenart. Let’s put up half, $50 million in the Interna- 
tional Finance Corporation and $50 million in the Export-Import 
Bank, if you do not want to gamble with more than $100 million. 

Mr. Crarr. We are putting up $35 million. 

Senator CarenArt. So both the International Bank can get the 
experience and our own American bank can get the experience. 

I am pretty stiff-necked on this thing myself 

Mr. Crart. I do not know 

Senator Carenart. I think I am looking ahead 5 years, 10 years, 
15 years, 20 years, 25 years. I believe I am. Maybe I am not. 

Mr. Crarr. I think I prefer to wait 3 or 4 or 5 years and see what 
sort of a record is established by the International Finance Corpora- 
tion. 

Senator Carrnart. I would not mind waiting, except you are going 
to use American dollars, so I do not see how you are waiting. 

Mr. Crarr. Well, you are allocating $35 million in the one case, and 
if a were talking about $100 million it would be that sole contribu- 
tion by 

Senator Carenarr. I am just trying to find out why we should not 
do this job through our own, bank, and if not, why we deny our own 
bank the right to do that which we are perfectly willing to have an 
international organization do. If people want to take the position 
they want to deny the American bank doing that which they want 
to take dollars and do through an International Bank in which we 
own just a small percentage and possibly give up the leadership some 
day in world financing—I am thinking of years to come—it is per- 
fectly agreeable to me. 

Mr. Crarr. There are two instances I can cite, Senator, both of 
which I have mentioned, and I do not know that this is a valid reason, 
but one is that I do not know that the Export-Import Bank today has 
the staff to do this job. Therefore, it might be a very much more 
costly operation for them to build up a staff. 

Senator Carenart. Let me say this to you as a matter of record 
only. The Export-Import Bank has about $314 billion in loans out- 
standing. The World Bank has less than $2 billion. The Export- 
Import Bank has I think 138, or not to exceed 200 employees. I 
think the World Bank has about four times that many. e cost 
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of operating the World Bank—I think my figures are correct—is 
about four time that of the cost of operating the Export-Import Bank. 

Furthermore, I think we ought to be interested in building up 
Americans that are capable of handling world trade and world financ- 
ing. Here is an opportunity to train men to do it. 

Mr. Crart. I think that should come through private capital. I 
think we ought to build up private capital, Senator. 

The Cuairman. I wanted the Senator to complete the record about 
cost. Do not both organizations make a profit out of it? Neither 
one is operating at a loss? 

Senator Carenart. No, the Export-Import Bank made about $60 
million last year. 

The Cuarrman. What did the International Bank make? 

Senator Capenarr. Oh, less than that. I think about $18 million, 
was it not, or $24 million. Iam guessing now. I do not like to guess. 

The Cuatrman. I would just as soon go on—— 

Senator Carpenarr. Oh, yes, they are profitable. They have both 
been very, very successfully operated. They have been operated 
“tough.” 

Mr. Crarr. Yes. 

Senator Carenart. It is hard to get a loan from either one. They 
are rough. 

Mr. aise: Well, they should be, I think. 


Senator Carenarr. And they are tough. They are not easy marks, 
either one of them. 

The year ending 1954 the International Bank made a profit of $18 
million. And last year the Export-Import Bank made a profit of 


nearly $60 million. No, I think they are both capable from a staff 
standpoint to do this job. There is no question about that. I think 
if we are going into the International Finance Corporation, we ought 
to likewise give the Export-Import Bank the right to do exactly what 
we are going to give them the right to do. 

Mr. Crarr. I cannot object too seriously, but I would prefer to see 
one mechanism established and take it step by step. 

Senator Caprnart. Well, if I preferred to see one, then I would 
prefer to see the Export-Import Bank do it. 

That is all Ihave. Mr. Craft, you made a good statement. I want 
to say that. 

Mr. Crarr. Thank you. 

Senator Capenarr. I think it will work out about the way you 
suggested. 

The Cuatrman. On page 4 you say: 

Actually, there are several pools of capital that are to be devoted exclusively 
to foreign investment which are now in process of formation. 

Are you at liberty or prepared to elaborate that statement any ? 

Mr, Crarr. I can refer to one, Senator. There has been some pre- 
mature publicity in the press about it. You may have seen the pro- 
posal for forming what is known as the Inter-American Capital 
Corporation. The genesis of that was the Inter-American Confer- 
ence that was held in New Orleans last February and March. A group 
of investors and investment. bankers conceived this idea of forming 
an investment company with $10 million of capital to be subscribed 
by sophisticated investors. I say this publicity was premature, but 





102 INTERNATIONAL FINANCE CORPORATION 


this is what was outlined in the press. How far along it is at the mo- 
ment I do not know, but it is intended that those funds will be de- 
voted exclusively to investments in the Western Hemisphere, princi- 
pally Latin America. 

One of the considerations in undertaking formation of this trust 
was the prospect that International Finance Corporation would come 
into being and provide a vehicle through which deals could be done 
together. 

Now, there are 

The Cuatrman. Anticipating such an organization ? 

Mr. Crarr. Yes. There are one or two others about which I am not 
at liberty to talk. 

The Cuatrman. I do not wish you to unless you are at liberty to 
do it, because I understand those things would be on a confidential 
basis, at least until they were ready to be announced. 

On this question about the use of an international organization as 
opposed to the Export-Import Bank, if I understand you correctly, 
the matter of giving the Export-Import Bank additional powers or 
encouraging them to take risks beyond their present policy is a sepa- 
rate matter? You may or may not be in favor of it but you are in 
favor of this organization ? 

Mr. Crarr. Exactly. 

The Cuarrman. The other is a matter of policy for the directors 
of the Export-Import Bank? Actually, under existing authority, 
there is always that matter of discretion by the directors of the Export- 
Import Bank as to whether they take more of a risk or less of a risk. 
We cannot set down any absolute criteria to determine just what kind 
ofaloancanbemade. Isthat notso? 

Mr. Crarr. That is my understanding, yes. 

The CHarrman. Even now they may be rather loose in their re- 
quirements if they choose to do so? That is their responsibility ? 

Mr. Crarr. I understand there has been some liberalization of their 
policy. 

The Cuarmman. But the point on which I think you agreed with 
the previous witness is that there is value in enlisting the participation 
of representatives of other countries in these organizations? 

Mr. Crarr. Very definitely. 

The Cuairman. Is it not true that in many countries they require 
participation of local capital in the development of their natural 
resources? That is already so, is it not? 

Mr. Crart. Yes, it is. 

The Cuairman. They do not look with favor upon Americans ex- 
clusively coming into their country and developing their resources? 
Is that not already so? 

Mr. Crarr. Yes; that is quite true of a number of countries. 

The Cratrman. Is that not true in Brazil, for example, with re- 
spect to petroleum? It creates a very great obstacle to the develop- 
ment of that country. Is that not so? 

Mr. Crarr. That is correct. It is also correct in India with respect 
to natural resources. 

The CHamman. And this approach may at least contribute to 
breaking down that policy? Is that not so? 

Mr. Crarr. Exactly. 
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The CHarrman. It struck me that that is what would be drawn 
from your statement, and it is one of the most valuable, we will say, 
probabilities of this organization if it actually does achieve that pur- 
pose. Is that not so? 

Mr. Crarr. Yes. 

The Carman. It is not just a matter of injecting your dollars 
into a situation. You do have to take into consideration their own 
policies, their domestic policies, with regard to industrialization or 
development of resources. Is that so? 

Mr. Crarr. Yes; plus the fact that I think a good deal can be done 
through an organization of this sort by way of educating foreign 
countries as to what has to be done in order to attract American cap- 
ital. But, as you say, a good deal of this will have to be done, and I 
am not so sure it is not the most desirabie way to do it in coordination 
and partnership with nationals of those countries. It might be a 2- 
or 3- or 4-pronged operation where IF 

The Cuatrman. That is what you hope it is; is it not? 

Mr. Crart. Yes. 

The Cuatrman. You wish it to be several-pronged ? 

Mr. Crarr. Exactly. 

The CuHamman. Private capital. As you say, you think it would 
have a considerable educational value to enlist them into such an 
undertaking? Is that correct? 

Mr. Crarr. That is correct. 

The Cuarman. One other question. Do you think that the charter 
of this International Finance Corporation as now presented is an 
improvement over earlier versions? 

Mr. Crart. Yes, as a matter of fact, Senator, I, in effect, referred 
to some of the original objections that had been held by my statement 
referring to safeguards that had been adopted, that it will not be able 
to go far back, will not be able to take participations. 

he CHamMan. You think that the objections to the original 
proposal have been taken out of it. 

Mr. Crarr. Yes. 

The Cuarrman. You think that is a good draft? 

Mr. Crarr, I think the articles are well conceived. 

The Cuarrman, Well, thank you very much. 

Senator Carenart. Just one question: I always get a little bit 
amused when the argument is used that these international finance 
companies, conguenh a8 fifty-odd nations, would be able to get these 
nations to eliminate the roadblocks to private investment. It is these 
very countries that created the roadblocks, and they are not necessarily 
going to eliminate them because they run the International Bank and 
are going to run the International Finance Corporation. The same 
people that you want to see clean up their houses and make the changes 
are the ones that are running it. They control it. They are the 
governors. They are the board of directors. 

Mr. Crart. en I referred to roadblocks, Senator, I was referring 
to several things. One was that I think through such an instrumen- 
tality as this education can be conducted within the member countries 
to guide them in the adoption of laws and creating conditions which 
would be favorable to the attraction of American capital. — 

Senator Carenartr. You don’t think that in practice it works the 
other way around: you scratch my back and I will scratch yours? 
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Mr. Crarr. No, I don’t think so. 

Senator Carrmarr. You are familiar with the way it operates? 

Mr. Crarr. There are a good many countries throughout the world 
today that are anxious to do something about setting up their laws 
in a manner that will attract foreign capital but don’t know quite 
how to go about it. 

Senator Caprnart. I am talking about the International Bank. 
Do you think it is pretty much “You scratch my back and I will scratch 
yours”? 

’ Mr. Crarr. No; on the contrary; I think the International Bank 
has been, as you said a moment ago, pretty tough in its loans. 

Senator Carenart. I think it is true; but, as you check, I think you 
will find it is pretty much a situation where one country scratches the 
other’s back. 

Mr. Crarr. I think it is rather difficult to substantiate. 

A second point I had in mind was that there is vastly increased 
interest on the part of the various investors in this country in going 
abroad, but they do not have the facilities for undertaking invest- 
ments abroad. It seems to me through the International Finance 
Corporation that opportunity will be provided. 

Senator Carenart. Wouldn’t it be much better to have it through an 
American corporation where it would be run by Americans? Do you 
want to let all your secrets out to your competitors ? 

Mr. Crarr. I don’t think it is a matter of secrets. 

Senator Carrnart. You don’t? 

Mr. Crarr. No. 

Senator Carenart. You don’t think it means anything that the 
fellow all around the world knows exactly what you are going to do? 
You don’t operate your own business on that basis. 

Mr. Crarr. I think that is 

Senator Carenartr. I agree the whole thing is good, excepting I 
want to do it through the Export-Import Bank in addition to doing 
it through the International Finance Corporation. I want to have an 
American bank, the Export-Import Bank do the same thing. 

Of course, I have said that 40 times. Excuse me. 

The CuarrmMan. Thank you, Mr. Craft, for taking the time and 
trouble to come down here. It is a very fine statement. 

Mr. Crarr. Thank you. 

The Cuarrman. Mr. William S. Swingle, president of the National 
Foreign Trade Council, Inc. 

Mr. Swingle, we are happy to have you this morning. 


STATEMENT OF WILLIAM S. SWINGLE, PRESIDENT, NATIONAL 
FOREIGN TRADE COUNCIL, INC. 


Mr. Swineie. Mr. Chairman and members of the committee, I would 
like, if it is agreeable, to read this statement which I have here and of 
which I believe you have copies before you. 

My name is William S. Swingle. I am president of the National 
Foreign Trade Council, a voluntary, nonprofit association, founded 
in 1914 and comprising in its nationwide membership manufacturers, 
merchants, exporters, and importers, rail, sea, and air transportation 
interests, bankers, insurance underwriters, and others engaged in 
foreign trade and investment activities. 
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The council has a vital interest in international commercial and 
investment relations. It is obviously concerned that every effort be 
made to strengthen and improve these relations. Beyond this, how- 
ever, the council believes that such measures as are taken should at all 
times be consistent with the national interests of the United States 
and with the American sysem of free, private, competitive enterprise. 
Guided by these principles, careful and studied consideration has been 
given to the ideas which underlie the proposed International Finance 
Corporation, to the provisions of the cine of Agreement establish- 
ing such an institution, and to the advisability of participation therein 
by the United States as contemplated in S. 1894. 

The National Foreign Trade Council is opposed to the suggested 
International Finance Corporation as not only wrong in principle 
but as lacking in any practical justification. Furthermore, several 
provisions in the draft charter are considered to be affirmatively 
dangerous. These include the power to invest in enterprises in which 
there is governmental or other public interest and the authority to 
vive open-end guaranties to marketed securities. The council’ would 
urge, therefore, that the United States neither accept membership 
nor subscribe in any way to the proposed Corporation. 

Throughout the free world there is a clear, continuing and common 
need for sound industrial development. The question, however, is 
not whether this is a desirable objective, but how it is to be achieved, 
by what means the varying potentialities may most effectively and 
appropriately be realized. Experience surely suggests that industrial 
development would best be left entirely to private enterprise employ- 
ing private funds in productive investment, rather than entrusted in 
whole or part to governmental institutions using public funds. Busi- 
ness investment, in short, should be governed by the merits of the 
opportunities offered, not by political considerations or decisions. 

Private resources are available to provide risk capital, and are doing 
so where there are reasonable opportunities or prospects for success 
and where fair treatment is accorded the investment. Last year, in 
fact, the combined private investments of this type moving abroad 
from the United States and Europe were estimated to equal upward 
of $2 billion. Nevertheless, the council has repeatedly pointed out 
measures which might be and should be taken to encourage and stimu- 
late stiil greater private investment. In particular, it has emphasized 
that the basic requirement is for environments propitious to local 
eapital formation and to the unhampered movement of capital into 
areas and activities where the greatest contribution to economic growth 
may be made. In addition to private equity and credit resources, 
there are substantial supplemental sums available on a loan basis from 
eixsting national and international agencies. New financing of this 
type currently amounts to hundreds of millions of dollars annually. 
Thus, even apart from the more fundamental objections, it is by no 
means clear why there should be a need for public funds to finance 
business ventures around the world. In any event, the United States 
Government should not appropriate its funds for participation in such 
a project, the more especially where the intent is to provide risk 
capital, 

here is a real danger that the creation of yet another international 
financial institution would only serve to encourage those who hope 
and prefer to obtain public rather than private funds. There is a 
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concomitant possibility that it may tend to obscure the need for im- 
proving the investment climate. The disadvantages of the IFC in 
delaying or reducing the flow of hor funds could thereby far out- 
weigh any modest benefit it might achieve by its direct efforts. 

Since 1952 three successive national foreign trade conventions spon- 
sored by the National Foreign Trade Council have taken particularly 
vigorous exception to the injection of a “rere or intergovern- 
mental agency into the field of equity financing. Each has empha- 
sized that participation by the United States in any scheme involving 
such intervention would stand in conflict with the fundamental con- 
cepts of our private enterprise system. After careful study and de- 
tailed analysis of the draft charter or articles of agreement for the 
Corporation and of the accompanying explanatory memorandum, it 
is quite apparent that these and other basic objections of the national 
foreign trade conventions to the proposal have not been met. Ac- 
tually, no substantive change has been made, in spite of the fact that 
the Corporation is now specifically precluded from initially making 
investments in capital stock. It 1s obviously still intended that the 
IFC should provide venture or risk capital, which is the true function 
of equity financing. There has been no compromise in principle as 
to the purpose to provide funds which are functionally venture or 
entrepreneurial capital, and the concessions appear not to extend 
beyond the form of the initial investment. In practical terms, then, 
the IFC will be engaged in equity financing. 

These fundamental objections to the whole IFC approach consti- 
tute, in the opinion of the council, sufficient justification for a rejection 
of the IFC proposal by Congress. 

There are, however, other disturbing features, somewhat more tech- 
nical in character, associated with the draft articles of agreement to 
which the United States is now being asked to subscribe. Inasmuch 
as the council’s opposition is to basic concepts and only incidentally 
to the provisions of a particular document, no special attempt has been 
made to single out every merit or deficiency thereof or to suggest ap- 
propriate, corrective revisions. As long as the underlying idea and 
intent are still to provide venture capital, no charter however phrased 
can be completely satisfactory or acceptable to those who are opposed 
to the IFC as a matter of principle. 

Some of the specific provisions actually are in effect merely formal 
expressions and extensions of the original concepts to which exception 
already has been taken. They are faulty because the idea on which 
they are based is wrong. For example, it is contrary to our estab- 
lished beliefs regarding the proper relationships between government 
and business for a public institution to be endowed with the right and 
power to engage in risk financing of business ventures as contemplated 
under article ITT of the charter. 

While the ostensible and professed purpose of the Corporation is to 
assist or work with private investors, article ITT, section 1, specifically 
allows the Corporation in invest in an enterprise where there is a 
governmental or other public interest. Technically this provision 
may be designed to cover special circumstances, but at the same time 
it opens the way to the financing of governmentally directed and con- 
trolled business projects and can expose the Corporation to outside 
political pressures. Moreover, once having taken over an enterprise 
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under article III, section 4, “for the protection of its interests,” the 
Corporation apparently would be able to operate this enterprise under 
article VI, section 9 (a), immune from taxation and, therefore, in a 
specially privileged position vis-a-vis competitive private enterprise. 

Article ITT, section 3 (vi), states that— 
the Corporation shall seek to revolve it funds by selling its investments to pri- 
vate investors whenever it can appropriately do so on satisfactory terms. 
Even under the most favorable conditions it cannot be expected that 
all the financial ventures of the IFC would turn out equally well, and 
the reasonable course would be to anticipate at least some failures and 
some borderline cases. The Corporation, in complying with the intent 
expressed in article III, section 3 (vi), would be faced with situations 
where its capital funds could gradually be tied up in near worthless 
or less saleable securities while the more eens investments were 
sold to private investors. As an alternative, the Corporation might 
attempt to retain its best income-producing securities in order to 
compensate for the losses incurred elsewhere. It would, therefore, 
seem rather doubtful whether without the periodic provision of addi- 
tional capital the funds of the Corporation could be revolved suffi- 
ciently to meet the stated purposes on a worldwide basis. 

Among its other powers the Corporation would be authorized by 
article TIL, section 6 (i), to “borrow funds” and by section 6 (iii) 


to “guarantee securities in which it has invested in order to facilitate 
their sale.” Both actions would enable the Corporation to extend its 
operations far beyond the amount of capital subscribed, and could 
expose the Corporation to contingent liabilities far in excess of its 


capital and assets. 

nitially, concern also was expressed over the wide powers granted 
the Board of Governors of the IFC to amend the articles of agreement 
under article VII and to increase the capital stock of the Corporation 
under article II. In this instance, however, section 5 of S. 1894 affords 
specific protection by reserving to Congress the sole right to authorize 
concurrence in an amendment or acceptance of an increase in capital 
stock, as well as requiring like authorization before the United States 
may subscribe to additional shares or make any loan to the Cor- 
poration. 

The articles of agreement are susceptible at several points to varied 
and possibly conflicting interpretations. It is apparently intended 
that the explanatory memorandum which accompanies the articles of 
agreement should serve to define and clarify its provisions, thereby 
easing possible concern as to the course which the Corporation could 
or might pursue. While the articles of agreement confer wide powers 
on the Sprnnot the memorandum suggests the desirability of 
limitations by stating either that particular powers “presumably” will 
be employed in an indicated way or will be exercised infrequently. 
However, since the memorandum by explicit reference is “not a part 
of the charter,” is cannot be regarded as having any authority or 
binding force should questions of interpretation arise. Thus, every 

rovision of the charter must be appraised as it reads, not as it has 
een adapted or modified in the explanatory memorandum. 

In view of the widely divergent concepts, attitudes, and expectia- 
tions known to exist between countries, both with respect to the role 
of the IFC and the role of private enterprise investment, it is con- 
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ceivable that the Corporation if established will be found generally 
wanting, satisfying neither the host countries where the investments 
are to be made nor the source countries from which the capital is 
to come. 

The commendable objective of seeking to expand and promote 
private investment throughout the world does not justify the utiliza- 
tion of public funds for an experiment in international venture capital 
financing. 

Thank you very much. 

The Cuarrman. Thank you, Mr. Swingle. 

Does the Senator from Indiana have questions ? 

Senator Caprnart. Well, the same question: Do you think if we 
are going into the International Finance Corporation we ought to 
give the Export-Import Bank the right to do the same thing? 

Mr. Swineir. Well, Senator, I am opposed to risk capital financing, 
and I believe under the terms of the existing authority for the Export- 
Import Bank it cannot be done. If they want to do it—we haven’t 
studied the comparative question, but with the availability of the 
World Bank sil the availability of the Export-Import Bank which, 
incidentally, we heartily support in its activities and think should be 
expanded, it is a question on which I can only give a personal opinion. 

Senator Carenarr. If you gave them the same rights you are giving 
International Finance Corporation, you would have then the same 
objection ? 

Mr. Swincie. I could not speak on behalf of the council, but as a 
personal opinion I would think if you are going to do it, which I hope 
you don’t do in the risk capital field, there is no reason why the Export- 
Import Bank should not do it as well as the World Bank. It is Ameri- 
can money and all purchases, incidentally, that are cleared and financed 
by the Export-Import Bank have to come from the United States. 

Now that is not a fundamental principle of financing through an 
international institution anywhere in the world, and there is no guar- 
anty we would even get the 35 percent out of the $100 million spent 
in the United States. 

Senator Carrenarr. I don’t think I have any questions, Mr. Chair- 
man. 

The Cuarman. Mr. Swingle, tell me a little about the National 
Foreign Trade Council, Inc. I will put it this way: Is it in any way 
comparable with the United States council of the International Cham- 
ber of Commerce ? 

Mr. Swinecte. No connection; no, sir. 

The CHarrman. Any common membership ? 

Mr. Swrnete. Quite possibly. There might be an overlapping 
membership. Our organization is made up, as I have indicated here, 
of American firms who are interested in the broad field of international 
commercial relations. We have a nationwide membership. 

The Cuarrman. How many members? 

Mr. Swrneie. We have approximately 800 members, and then we 
have a membership of subsidiary corporations which in our general 
estimate brings our total direct contacts to about a thousand. You 
might have one membership and then several affiliated organizations 
which round out to about a thousand. 

The Cuarrman. What are your dues? 
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Mr. Swrnete. What are our dues? 

The CuHarrman. Yes. 

Mr. Swinete. They vary from a minimum of about $200 to a top of 
about $10,000. They are all contributions. They vary, depending 
on the corporation, 

The CHarrman. Was this matter of the approval of this bill 
submitted to the membership of your organization / 

Mr. Swinate. No, sir. It was handled through the board of direc- 
tors as are all the policies of the council. The directors are elected by 
an annual meeting of the members each year, and they have the au- 
thority as in the case of most organizations to determine policy during 
their tenure of office. 

The CHamman. Was this matter specifically submitted to the 
board of directors ? 

Mr. Swincte. Yes, sir. 

The Cuarrman, When was it submitted ? 

Mr. Swinerr. It was submitted to them by complete clearance. It 
was cleared with the policy committee of the organization and sub- 
mitted at the last meeting of the board of directors, and the basis of 
the statement which I have here was approved. 

The Cramman. When was that meeting of the board of direc- 
tors? 

Mr. Swrnete. The board of directors—it was the third Friday of 
last month, May 20. 

The Cnarrman. When was it? 

Mr. Swinete. The third Friday of last month. 

The Cuarrman. The third Friday of May? 

Mr. Swinete. That is right. 

The CuarrMan. Just a short time ago? 

Mr. Swinete. Yes, sir. 

The CrarrmAn. How many members were in attendance ? 

Mr. Swineie. At the board meeting? 

The CHamman. Yes. 

Mr. Swinete. I haven’t the record with me, sir. 

The CHarrman. Were you there? 

Mr. Swrnete. Yes, sir; certainly. 

The Cramman. Were there 10 members there ? 

Mr. Swrnate. Oh, yes. There were more than that. 

The Cuarrman. How many members are on the board of directors? 

Mr. Swinerie. There are about 73 to 75 on the board, and the 
attendance at the meeting—I haven’t the detailed figures with me—I 
would say 25 or 27, along in there. 

The CHarrman. Did they vote on whether or not to approve 
this legislation ? 

Mr. Swinete. Yes, sir. 

The CuarrmMAn. What was the vote? 

Mr. Swinete. The vote was entirely in favor of it. There was one 
abstaining. We had received no objection from any director of the 
council in opposition to this statement. The statement was submit- 
ted—not all of this statement, but the body of it, which I could 
identify, was submitted to them. We received no objection from any 
director. 
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The CHarrmAn. Then the vote in your board of directors was 
unanimously endorsing the statements you gave today? 

Mr. Swinete. With one abstaining vote; yes, sir. 

The Cuamman. With one abstaining vote. 

I notice some of the membership of your board of directors repre- 
sent certainly the same companies that Mr. MacEachron said he repre- 
sented. 

Mr. Swinetz. That is quite true, sir. 

The Cuamman. And they send one statement directly contrary 
to your statement. 

Mr. Swinete. That is quite true. 

The Cuamman. How do you explain that? 

Mr. Swinaze. I can only explain how my statement is arrived at. 
I know there is a cross of membership, but I have no idea of the 
individuals who may operate in any other organization, how they 
arrived at their statements, or anything else. All I know about is 
our board and the individuals on it, and I don’t think that you 
would say that the members of the board necessarily every time they 
vote express company policy. I think they express their own indi- 
vidual opinions at that particular time. 

As far as I know, it is not a company vote where each director 
goes to his board and gets approval on a particular policy in every 
case. I think they operate as individuals. So it is quite possible 
from the same business organization you might have a difference of 
opinion on the same thing with two individuals. 

The CHartrman. It is quite possible that these members don’t 
know anything about either statement, isn’t it? 

Mr. Swrinate. It is possible, but I would certainly hope that our di- 
rectors who have received this, studied and had it under considera- 
tion. And may I point out as I did in this statement, Senator, that 
the National Foreign Trade Conventions in 1952, 1953, and 1954, which 
are held annually in New York with an attendance of around 2,000 
people endorsed a statement opposing the IFC. 

Now that statement, I admit, was not made subsequent to the re- 
moval of the stock participation in the management and the qualifica- 
tions of S. 1894, but prior to that, for 3 years, you had a complete ob- 
jection to the principles of public funds being used for venture capital, 
which is the basic point of this whole statement. Details are separate. 

The Cuamman. I wonder, Mr. Swingle, if you would submit to 
the committee a copy of the minutes of this last meeting of your board 
showing us what they did in regard to this matter? 

Mr. Swrnete. I have no objection. Do you mean in regard to this 
particular matter? : 

The Cuamrman. This meeting on the third Friday of May which 
you refer to in which they took action condemning this legislation. 

Mr. Swrnete. Yes, sir. 

The Carman. And approving your statement. I would like to 
see whether or not they really understood what they were doing. 

Mr. Swrnete. I would be glad to furnish the minutes. I can almost 
quote nary because they merely say this statement was considered and 
approv 

The CHamman. There wasn’t any discussion? 


Mr. Swrvete. There was discussion, but there is no record in the 
minutes of discussion. 
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The Cuarrman. No record. 

Mr. Swinate. No, sir. There was no stenotype on the discussion 
of itat all. I will be very glad to furnish to the committee the declara- 
tions of the conventions which I refer to here in my statement, taken 
from the last three conventions. 

The Cuairman. I thought you said yourself that that doesn’t mean 
much because they didn’t have this draft of the legislation before them. 

Mr. Swine te. I think, as I stated in here, Senator, the basic princi- 
ple involved in this is the utilization of public funds for venture or 
risk capital, and while they remove the stock ownership factor, the 
statements made, as I read the newspapers yesterday, indicated that 
there is no question that this is for ake capital and venture capital 
financing. It is so stated by all those who have proposed it that I have 
read anything about. 

The Cuatrman, I suppose it is the sort of statement that they make 
to condemn socialism in international financing arrangements ? 

Mr. Swrnete. I didn’t get that, sir. 

The Cuarrman. I say was that statement something to the effect 
that you condemn socialism in international financial organizations? 

Mr. Swinerz. You mean the convention statement ? 

The Cramman. Yes. 

Mr. Swrnatez. No, sir. It had specially to do with the arrange- 
ments of the International Finance Dasention. 


The Cuarrman. How could it be that when the bill was only sent up 
to this committee about a month ago? 

Mr. Swinetz. Well, this proposal has been more or less before the 
country and before the United Nations for a long while before S. 1894 


was proposed. It has been considered and discussed for at least 3 
years. 

" The Cramman. Mr. Swingle, do you think that an investment by 
the International Finance Corporation would be more or less likely 
to be expropriated by a foreign government than an investment by 
the United States Government alone or by a private investor? 

Mr. Swrinete. Well, it is rather possibly less likely to be expropri- 
ated, but I don’t think that is the question in back of this whole thing. 
In answer to your specific question, it might be. Venture capital in- 
vestment can only be made in the lands of members of this, so they can 
be involved in it to some extent, but I don’t think that would deter- 
mine expropriation. 

Expropriation is a complete reversal of all the concepts of the 
country, and when they decide to take it over, I don’t think it would 
make much difference whether it was the International Finance Cor- 
poration or Export-Import or anything else, they would take it over. 

The Cuarrman. Do you think, Mr. Swingle, that the International 
eee used sound judgment and good discretion in making its 

oans 

Mr. Swrnetez. I think the International Bank has worked very satis- 
factorily. It had been a tough organization as mentioned here this 
morning. I think their loans have been helpful and effective, and 
I think the same thing of the Export-Import Bank. The only reason 
possibly they might propose this as Senator Capehart suggested was 
they want to get around the guaranty which is presently written into 
the World Bank procedure. They want to get around it—I don’t 
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know why—and would not consider modifying the present procedure 
and eliminating that guaranty feature which seems to be the purpose 
back of all of this proposal, but that is in their judgment, and in their 
judgment they came up with this proposal. 

The Cuarrman. Thank you very much, Mr. Swingle. We are very 
happy to have the views of your council, and I know the committee 
will benefit very greatly by having them. 

Mr. Swinoie. Thank you, sir. 

The Cuarrman. Thank you. 

Is Dr. Henry Tenenbaum present, representing the Washington 
Board of Trade? 


We only have a few minutes, Dr. Tenenbaum. Do you have a 
statement ? 


STATEMENT OF DR. HENRY TENENBAUM, WASHINGTON BOARD 
OF TRADE 


Dr. Tenensaum. Yes. 

The Cuairman. I have to go to the floor. This committee has a 
bill up. I wonder if you will mind if we put your statement in the 
record and would you just very briefly summarize it for the commit- 
tee? Would you mind doing that ? 

Dr. Tenenpaum. Yes. 

Senator Carrenarr. First, tell us whether you are for or against it. 

The Cnarrman. That is right. You represent, as I understand 
it, the Washington Board of Trade, the local Washington Board of 
‘Trade. 

Dr. TenrnBaum. Yes. 

Senator CaprHart. Are you for or against the International Fi- 
nance Corporation ? 

Dr. Tenenspaum. We are very strongly in support of the proposed 
International Finance Corporation because we believe that the new 
institution will promote a greater flow of foreign investment and 
inore world trade throughout the world. We, in the course of a very 
extensive study which we have made, feel that private investors have 
ot responded to the requirements as should be the case. 

What has actually happened is that the entire system of interna- 
tional finance broke down in the depression years and also as a result 
of the war. 

The World Bank, as you know, is limited in its lending operations 
by the statutory requirement of a Government guaranty. The World 
sank receives very often very worthwhile projects which it cannot 
consider because a Government guaranty would be impossible or very 
difficult to obtain. 

The IFC is supposed to fill a necessary gap in this field, working as 
» sort of international clearinghouse for private investments, 
Through the mobilization of local savings in the underdeveloped 
countries and the participation of investors from the countries of 
cupital exporting companies economic development and industrial 
projects can be developed. 

We also have explored this aspect of providing publie funds for the 
purpose of stimulating private Investments. We came to the conclu- 
sion that the IFC would in no.way compete with private initiative in 
foreign investment, but, on the contrary, it would rather stimulate and 
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supplement ie investment. It would act as a sort of catalyst for 
a number of pilot opeenslon, and once an operation is successful, 
then the thing would be carried away 

Senator Carpenart. Mr. Chairman, would the gentleman yield so I 
might ask a question. We have to go to the floor. 

Would you recommend that if we go into the International Finance 
Corporation that we likewise authorize the Export-Import Bank to do 
exactly the same thing ? 

Dr. Tenenspaum. I think that we feel the operations of the Export- 
Import Bank and the International Bank are of a somewhat different 
nature. 

Senator Capenart, [ will reword my question: Would you recom- 
mend that we organize a subsidiary to the Export-Import Bank to be 
owned by the Export-Import Bank to do exactly what the Interna- 
tional Finance Corporation does ? 

Dr. TeneNBAUM. In my opinion—and I would like to speak here 
in my own name and not on behalf of the Board of Trade—this would 
not be advisable because the purpose of the IFC is to promote invest- 
ment in the so-called underdeveloped countries, and I feel that it 
would be in the enlightened interest of the United States to do this 
sort of thing in cooperation with other capital exporting countries. 
| think it is an excellent device to take the stigma of colonialism out 
of certain foreign investment ventures. 

You see, the countries which will come to the IFC primarily are 
countries which until a very recent time have been living under a 
colonial system and they haven’t forgotten that yet. If the develop- 
ment of these countries is carried out under international auspices with 
the full cooperation and support of the United States and with the 
mobilization of whatever local capital is available in these countries, 
I think it will be more in the interest of the United States. 

Senator Carenarr. Let me ask you this: Why are you opposed to 
the United States doing this, at least doing what you want to give 
an international organization the right todo? Why don’t you want 
the United States to take the lead and get the business, get in on the 
ground floor of this, as the saying goes? Why do you want to estop 
the United States and put it in a secondary position ? 

Dr. TenennatM. No, I don’t want to do that at all. I think noth- 
ing prevents United States private investors going anywhere in the 
wou and investing money there. I don’t think the Export-Import 
Bank should refrain from any lending activities anywhere in the 
world where it considers that a loan is appropriate. I think experi- 
ence shows that private investment has aaron circumstances which I 
don’t want to discuss failed to go into foreign private investments 
in the—— 

Senator Carenart. There is no question about that. There is no 
question but what there is a need for billions and billions of dollars 
worth of capital to be invested in these backward countries. There 
is no question about it. My point is, Why are you more anxious to 
have an international organization do it than to have a United States 
organization do it? My point is, Why shouldn’t they both do it? 
You say they shouldn't. 

Dr, Tenensaum. I agree with you, Senator. I agree with you to 
the extent that the United States should do it. The United States 


in doing it to some extent in a different way through the Export-Im- 
63584—55——9 
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»ort Bank and through the various programs of the Government. 
Moreover, private financial institutions are free to do the same, al- 
though they haven’t done as much as would be required. But the 
thing is this: The International Bank, in my opinion—and it is also 
in the statement—is an institution which has accumulated a great 
deal of experience, contacts, and technical know-how and hes ean 
very successful in this field. 

Senator Carenart. Would you yield? 

Wouldn’t it be nice to have an American institution get this know- 
how also? 

I have been rather favorable to the International Finance Corpora- 
tion, but I am frank to tell you that you gentlemen in answer to my 
question as to why we should not have an American organization 
doing the same thing are beginning to unsell me. I am beginning to 
look for something—there must be something underlying this thing 
that I do not see. 

Dr. TenensaumM. One does not exclude the other. 

Senator Carenarrt. I can’t conceive of a man being for an interna- 
tional organization doing something that he does not want an Ameri- 
can organization to do, 

Dr, TenenBauM. Well, one thing does not exclude the other. 

Senator Cargrnart. That is my point. Why should not they both 
do it? 

Dr, Tenenpaum. Well, nothing prevents it. The purpose of this 
law is to authorize the United States to participate in cooperation with 
other countries in this venture. We feel that it is a sound and good 
venture which is in the interest of the United States because it will 
strengthen both the economic and the general security of the United 
States. If any other laws would be introduced by which the United 
States would do this on its own, that would not prevent anything of 
the sort. But this is not within the frame of reference of this As 

Senator Carpruarr. You know why the International Bank has to 
go through this route. They either have to go this route or change 
their charter. You know that. Nobody is being fooled. 

Dr. Tenensaum. Yes. That is why the new IFC was set up as 
an afliliate of the International Bank. 

Senator Carenart. Yes. They either have to change the charter— 
the International Bank has to change its existing charter—or go the 
route of the International Finance Corporation. 

Dr. Tenensaum. Exactly. 

Senator Cargnarr. I just can’t make up my mind that we ought 
not to permit our own Export-Import Bank to have the same rights, 
the same privileges, and go out and gain this experience that you are 
talking about and keep America in the lead and create friends for the 
United States and handle it as an American institution along with 
the International Bank. 

What I am fearful of here is, frankly, the way you gentlemen talk, 
some of you, that it is only a matter of time until there will be no 
Export-Import Bank, that it will all be the International Finance 
Corporation and the International Bank. 

Dr. Tenensaum. We state in our report that the Export-Import 
Bank fulfills a very important and extremely useful function in the 
interest of the United States but there is a certain gap in the existing 
mechanisms and instrumentalities for foreign financing which in our 
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opinion will be filled—this gap—by the creation of the IFC. Iama 
strong believer-—— 

Senator CapeHart. There is no question but what it fills the gap 
because it is going to go out and loan money on risk capital and on 
new projects and revitalize old ones. 

Dr. TenEnBAum. I think it is probably an accident of the existin 
framework of international financing that this project has develope 
within the framework of the World Bank because the World Bank 
haning accumulated all this experience and established an excellent 
recor 

Senator Capenarr. The record isn’t nearly as good as the Export- 
Import Bank. Certainly is not any better. 

Dr. Trenennaum. Well, they have different—I mean they are not 
the same institutions. I don’t know whether we gain anything ex- 
ploring where an idea has been born in a certain framework or under 
certain circumstances and under others. Ideas happen to be gener- 
ally the product of accidents and specific circumstances. It is in sci- 
ence and technology and it is also in the development of human in- 
stitutions and financial institutions. 

Senator Capenart. I am only thinking in terms of 5, 10, 15, 25 
years. I just want to keep the United States apace with the world, 
and I don’t know why we should not. 

If we want to furnish the dollars for this organization, then we 
ought to keep apace with the world. 

jr. TENENBAUM. We are doing it all the way along. 

Senator Caprnart. I have gotten a reputation for, I don’t know 
what, but it is a reputation of sort of fighting to do these things the 
world over but do them in the American way and do them by 
American institutions. Not that I am opposed to anything else. 

Dr. TenensAum. Senator, I fully agree with you. I followed very 
closely, and I say this in my own capacity—I was very much inter- 
ested in the work you carried out in Latin America, and I share 
many of the opinions you stated. You see, I think many interests in 
the United States have neglected this field. 

Senator Carrnart. Unquestionably. 

Dr. TenenBaum. Very much so, 

For example, you know that in Brazil, German and French com- 
panies have gotten in and the United States has left the field to the 
others, particularly in the field of basic equipment. Where once you 
establish a trend it is extremely difficult to reorient. But, on the 
other hand, these foreign countries which have gotten our support 
financially need the trade with those countries, and I think it is in our 
enlightened interest to work in cooperation in a sort of partnership 
with our friends across the Atlantic. Rather than let them do it alone, 
do it in a partnership. 

Senator Carenarrt. I do, too, 100 percent, but I do not know why 
you want to eliminate a strictly 100-percent American institution 
from doing what you are willing to have the international one do. 

Dr. TenenBAUM. We don’t want to eliminate it. We want them to 
operate together. 

Senator Carenart. I asked you if you thought we ought to simul- 
taneously authorize the Export-Import Bank to do the same thing, 
and I thought your answer was “No.” 
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Dr. Tenenbaum. Well, to some extent the Export-Import Bank 
does these things in a different way. I mean there are certain techni- 
calities which—— 

Senator Carenarr. I am thinking in terms of giving the Export- 
Import Bank the exact authority with a hundred million dollars to 
go out and compete with the International Finance Corporation be- 
cause I think competition is a good thing. 

Dr. Tenrneaum. Well, you see, Senator 

Senator Capenart. I am thinking in terms of giving the Export- 
Import Bank's organization and let them go right out and compete 
with them. 


I apologize, but I have to go to the floor because the housing bill 
is on the floor. 


Senator Funsricnt. Thank you very much, Dr. Tenenbaum. 
Senator Carprnartr. We will read your statement. 
(The prepared statement of Dr. Tenenbaum follows :) 


STATEMENT OF HENRY TENENBAUM, WoRLD TRADE COMMITTEE OF THE WASHINGTON 
BoarD OF TRADE 


Mr. Chairman and members of the Senate Committee on Banking and Cur- 
rency, my name is Henry Tenenbaum. Iam here today to represent the Washing- 
ton Board of Trade. 

The Washington Board of Trade is an organization composing approximately 
6,000 business, financial, and professional members located in the Washington 
area, many of which are businesses of not only local but national importance 
who maintain offices in this city. 

I am a member of the world trade committee of the Washington Board of 
Trade and chairman of its special committee on the International Finance Cor- 
poration set up to make a study of this proposed institution and to submit its 
findings and recommendations to the Washington Board of Trade. I have been 
authorized to appear before your committee on behalf of the Washington Board 
of Trade and to present its views on the proposed International Finance Corp., 
for your consideration. 

On March 7, 1955, the report and recommendations of the special committee, 
which strongly supported the creation of the proposed International Finance 
Corp. as a further step toward a larger flow of private foreign investments, was 
adopted as policy by the board of directors of the Washington Board of Trade. 

In a letter dated March 10, 1955, Mr. Francis J. Kane, president of the Wash- 
ington Board of Trade so advised the President of the United States and also 
stated that the Washington Board of Trade firmly believes that the creation of 
this new financial institution will tend to promote world trade and foreign in- 
vestments so vital to the economic growth of the United States of America. 

The letter of the president of the Washington Board of Trade reads as follows: 
Maron 10, 1955. 
The PRESIDENT, 

The White House, Washington, D. C. 


My Dear Mr. Prestpent: The Washington Board of Trade has completed an 
exhaustive study of the propesed International Finance Corp. and the con- 
clusions and recommendations of the special committee are contained in the 
attached study. At the meeting of the board of directors of this organization 
on March 7, 1955, the special committee report was adopted as policy which will 
be promulgated to interested agencies and organizations. 

We strongly urge the creation of the proposed International Finance Corp. 
and firmly believe that such action will tend to promote world trade and foreign 
investments so vital to the economic stability and future growth of the United 
States of America. . 

The conclusions and recommendations are offered in a spirit of cooperation and 
service. The Washington Board of Trade holds itself at your service and desires 
to take this opportunity of expressing confidence in the efforts you are making 
on behalf of expanding the national economy and world trade. 

We assume you will want to place copies of this study in the hands of the 
Secretary of State, the Secretary of the Treasury, the Secretary of Commerce, the 
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Director of the Bureau of the Budget and the president of the Export-Import 


bank, and we are therefore attaching copies which you may wish to use for 
that purpose. 


Sincerely yours, 
FRANcIs J. Kane, President. 


Because the report and conclusions of the special committee on the Interna- 
tional Finance Corporation of the Washington Board of Trade represent the 
adopted views and policy of the board with regard to this new financial organi- 
zation, I would like to be permitted to read it for the record. In view of the 
endorsement of this report by the board, it most adequately sets forth the posi- 
tion of the Washington Board of Trade on 8. 1894, the bill which is now under 
consideration before your distinguished committee. 

Report of special committee is attached. 


WORLD TRADE COMMITTEE 


Special Committee on the International Finance Corporation 

Chairman: 
Dr. Henry Tenenbaum, foreign trade and marketin® consultant. 

Members : 
Mr. J. P. Gabriel, assistant vice president, American Security & Trust Co. 
Mr. Thomas D. O’Keefe, vice president, John J. Harte Co. 
Mr. E. E. Parrish, Washington representative, United States Steel Export Co. 
Mr. John B. Payson, vice president, the International Bank of Washington. 
Mr. Jamshed Vesugar, president, Vesugar Associates. 


I, PREFACE 


The Washington Board of Trade, through the ee of a world trade 
committee, has recognized the importance which the business world of the 
Nation’s Capital attaches to the problems of foreign trade and investments. 
In the past, the world trade committee has considered it as one of its major 
tasks to act as a spokesman of the local business community on all matters 
concerning developments in the fields of international trade and finance. It 
intends to continue to fulfill this function also in the future. 

Being located at the center of our Federal Government, close to the places 
where our foreign economic policies are being formulated and established, the 
world trade committee of the Washington Board of Trade is particularly aware 
of the role it can play in bringing to the attention of the public, of our legis- 
lators, and of our Government officials, world trade problems that are vital to 
the United States and our allies abroad. 

It was in recognition of all these circumstances that the chairman of the world 
trade committee, Mr. J. K. Evans, asked Dr. Henry Tenenbaum, foreign trade 
and marketing consultant and a member of the world trade committee, to head 
up a special committee in order to study the question of the proposed Inter- 
national Finance Corporation and to submit its findings for consideration to the 
Washington Board of Trade. 

As a result of a thorough study of the subject, the special committee, through 
its chairman, Dr. Tenenbaum, is very happy to submit the following report and 
recommendations : 

Il. INTRODUCTION 


On November 11, 1954, Secretary of the Treasury George M. Humphrey 
announced that the administration will ask congressional approval for the 
United States to participate in a proposed International Finance Corporation 
which would be organized as an affiliate of the International Bank for Recon- 
struction and Development. 

The purpose of the Corporation would be to promote economic development 
through the stimulation of private investment in its member countries. It 
would seek to perform this task by bringing together investment opportunities, 
capital (both domestic and foreign) and experienced management and by 
helping to finance private productive undertakings without Government 
guaranty. 

The Corporation would be an intergovernmental body, affiliated with the 
International Bank of Reconstruction and Development created hy agreement 
epen to signature by any member of the International Bank. The Corporation’s 
initial capital would be provided by member countries through subscriptions to 
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its stock, but it would be empowered to sell its obligations and its portfolio 
securities in private capital markets to raise additional funds. 

It is not contemplated that the proposed Corporation provide directly equity 
financing. However, the institution would have the right to hold securities 
bearing interest payable only if earned as well as debentures convertible into 
stock when purchased from the corporation by private investors. In this way, 
while operating in the field of venture capital, the proposed institution would not 
hold equity rights of control. Moreover, its activities would not compete with 
either the International Bank for Reconstruction and Development or the Export- 
Import Bank. 

The authorized captal of the Corporation would be $100 million. The sub- 
scription of each member country would be in relation to the member’s stock in 
the International Bank. The United States subscription would be approximately 
$35 million. The charter would not come into effect until $75 million had been 
subscribed by a minimum of 30 countries. 


Ill. BACKGROUND INFORMATION 


The idea for the estgblishment of an International Finance Corporation was 
tirst put forward in March 1951 by the United States International Develop- 
ment Advisory Board then headed by Mr. Nelson Rockefeller in a report en- 
titled “Partners in Progress.” 

Subsequently, this idea of an International Finance Corporation was taken 
up by many of the governments of the so-called economically underdeveloped 
countries which placed the matter on the agenda of the Economic and Social 
Council of the U. N. As a result, the International Bank was requested to sub- 
mit at various sessions reports on the scope, functions and nature of the proposed 
Corporation. 

At the meetings of ghe Board of Governors of the International Bank held 
in September 1954 in Washington, many of the representatives of the Latin- 
American and Asiatie countries insisted on the desirability of providing new 
channels for investment through the creation of an institution such as the 
proposed International Finanee Corporation in order to meet the requirements 
of the private sectors of their economies which so far could not be entirely satis- 
fied through the facilities of the International Bank nor other existing financial 
institutions. 

During these meetings it was emphasized that the ability of the International 
Bank to contribute directly to the growth of international private investment 
was limited. 

The major limitation of the bank is the statutory requirements that all loans 
made by the bank must be guaranteed by the Government, or the central bank, 
or its equivalent, ef the country in which the project to be financed is located. 
This discourages potential private borrowers who are frequently apprehensive 
that such a guaranty will lead to government interference in the management 
of their enterprises. At the same time, governments are reluctant to give a 
guaranty to private companies for fear of appearing to favor one private 
interest as against its competitors or as against various public projects. 

Moreover, the bank is very often unable to consider projects. with good pros- 
pects of success because the projects require more equity capital in relation to 
loan capital than the promoter is able to offer. 

The activities of the bank are thus ordinarily limited to the financing of proj- 
ects such as transportation, road building and service industries that belong 
generally to the public sector of a country; its ability to do as much as it would 
wish to promote the development of the bulk of natural resources, such as agri- 
culture, mining and industrial diversification, which by law and/or tradition 
are considered the fields for private enterprise, is impaired. 

It was the recognition of the fact that the International Bank could not ade- 
quately meet the need for stimulating private international investment that led 
to the proposal for a new mechanism that would not only provide capital to 
productive private enterprises abroad but could also induce increased investment 
by a greater number of private investors, both local and foreign. An important 
contribution to stimulate more private international investment and to the eco- 
nomic development of many underdeveloped areas could thus be made through 
the creation of the proposed International Finance Corporation. 
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IV. POSSIBLE FIELDS OF OPERATION OF THE CORPORATION 


The most immediate contribution of the Corporation would be the provision 
of funds to enable private investors, both domestic and foreign, to undertake 
promising projects which are now held back by lack of adequate capital. In 
almost all the underdeveloped countries there are opportunities for profitable 
and productive undertakings in which private investors are willing to invest but 
which they cannot finance entirely by themselves. In situations of this type, 
the Corporation may provide the margin necessary to enable sound projects to 
go forward. 

Moreover, through the proposed International Finance Corporation, private 
investors who have not yet recognized the opportunities they may have in invest- 
ing abroad, might be induced to enter the foreign investment field. At the present 
time, the International Bank cannot give any financial help to carry through 
projects that are commercially perfectly sound—unless a Government guarantee 
is forthcoming. The new Corporation, on the other hand, could approach private 
investors not merely with a promising idea but also with an offer of financial 
participation and providing the project proved sound and appropriate, financial 
arrangements would be worked out. 

In addition, participation of the Corporation in a project might encourage 
investors to embark on projects from which they may be deterred not as a result 
of a lack of capital but as a result of lack of confidence. The mere participation 
of the Corporation might help them to overcome this lack of confidence. 

Furthermore, an important function could be fulfilled by the Corporation by 
inducing local capital in underdeveloped areas to be invested in more productive 
enterprises. Very frequently, the local capital resources are being invested in 
speculative, real estate and other enterprises which are of little or no value for 
the economic and industrial development of the respective countries. The Corpo- 
ration could thus play a vital role in stimulating a more productive use of availa- 
ble local savings in underdeveloped areas. 

Generally speaking, over a period of time the proposed International Finance 
Corporation should be able to encourage the establishment of more enterprises 
overseas and a greater flow of international investments than is the case at the 
present time. The undertakings which the Corporation would help to finance 
would be in the nature of pilot operations which would pave the way for addi- 
tional investments in certain areas or industrial sectors where private enterprise 
is hesitating. 

In order to get an idea of the possible areas of financing of the International 
Finance Corporation, a hypothetical investment proposal might be helpful. 

An American textile company wishes to open a mill in a foreign country. The 
financial requirements are $2 million for imported equipment and $1 million 
for local expenditure and working capital. Although the company has ample 
capital and long domestic experience, it is unfamiliar with foreign business and 
unwilling to risk much in its first venture abroad. It feels that participation by 
the International Finance Corporation and, if possible, by local investors, would 
afford some protection against the possibility of discriminatory treatment. It 
proposes to form a subsidiary in which it is willing to invest $1 million. It asks 
the Corporation to explore with it the possibility of securing local capital for 
the undertaking and to provide whatever portion of the remaining $2 million 
cannot be financed locally. 

The role of the proposed organization would thus be to supplement, and not 
to substitute for the role of private investors. It would not undertake any 
business that private investors were willing to transact without its paricipation. 

Generally speaking, the operations of the Corporation would of necessity 
have to be experimental and subject to review from time to time in-the light 
of the experience gained by the institution. The chief purpose of the Corporation 
would be to promote more participation of private capital in foreign investments. 
The final test of the effectiveness of the new Corporation will be the extent to 
which it will contribute to stimulate the investment of private funds abroad. 


Vv. CONCLUSIONS AND RECOMMENDATIONS OF THE SPECIAL COMMITTEE 


The world trade committee of the Washington Board of Trade is aware of 
the fact that the importance of world trade is by now recognized throughout 
our country as one of the bases of our friendly relations with other countries and 
our allies abroad. It realizes, that foreign trade involves the economie welfare 
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and the political security of the United States as well as of the free world as 
a whole. 

Policies of our own Government intended to increase the volume of foreign 
trade and the flow of investments abroad are therefore necessary measures to 
protect our own security and our national interest because they tie us closer 
to the rest of the world and contribute to the growth and stability of the free 
world. 

The world trade committee has in the past consistently supported such policies 
by our Government and the special committee on the International Finance 
Corporation hopes that it shall continue to do so in the future. 

In the past, and particularly before World War I, economic development 
through foreign investments was largely carried out by private enterprise. 
Private capital was invested not only in industrial and commercial undertakings, 
but also in such basic public utilities as power production, water supply, tele- 
phone systems, and railways. The sources for these foreign investments were 
primarily British and western European. The role of the United States for 
providing private funds for foreign investments was rather limited. 

In recent years, private investments have not played an adequate role in 
the economic development of the underdeveloped areas of the world. Since 
World War II, foreign private investments have been on a small scale, except 
in a few countries in particular industries. The traditional sources for foreign 
investments have been greatly reduced. The United States which has entered 
this field rather recently, remains today the major source of capital funds 
for economic and industrial development abroad. 

On the other hand, the requirements for economic development in the under- 
developed areas of the world are tremendous. At the same time, the political 
and social pressures for their speedier industrialization are increasing. What 
is here at stake is the economic and social progress of these countries and 
indirectly their political stability and reliability as allies in a free world. 
From the point of view of the United States, the strengthening of our defense 
potential and of our system of political alliances are involved. 

As already pointed out, the investment of foreign private capital could pro- 
mote a higher rate of investment of private local funds; it could thus contribute 
to the creation of private local industries in the countries concerned. The trend 
noticeable in a number of underdeveloped countries in recent years for govern- 
ments to carry out industrial development programs could therefore be reversed 
through the promotion of local private initiative assisted by private foreign 
investments. 

It is for these reasons, that the special committee on the International Finance 
Corporation welcomes any attempts to create new sound instrumentalities which 
will increase the rate of economic development in the foreign countries con- 
cerned. The creation of the World Bank, an international agency, and of our 
Export-Import Bank, a United States agency, were very happy devices in that 
direction. Today nobody denies that they fulfill very useful and important func- 
tions; neither is there any doubt that both institutions have been very success- 
ful. However, their possibilities are limited in the sense that they can meet 
only some of the requirements. By their nature and in the light of the experiences 
of the postwar years, these institutions cannot be relied upon to speed up and 
to increase the necessary flow of international private investments. 

The proposed International Finance Corporation is a device which is expected 
to promote more international private investments and thus to contribute to 
the restoration of a sound system of international finance. It is intended to 
act as a catalyst by stimulating a stronger participation of private enterprise 
in the field of foreign investment. The new International Finance Corporation 
should thus help restore the rightful place of private enterprise in this import- 
ant sphere in which its potentialities have not been sufficiently utilized in the 
postwar years. 

These years have seen an increased trend toward substitution of public 
loans and so-called giveaway programs for private lending. We are now at 
the beginning of a period of transition toward the restoration of private 
lending for economic and industrial development abroad. In the early stages 
of this transition period, private capital will need encouragement and assist- 
ance of various forms. The International Finance Corporation is intended 
to provide such assistance. 

The World Bank, the mother institution of the proposed organization, has 
done an outstanding job in its direet lending operations. Moreover, it has 
been successful in attracting private participation with it. It can, therefore, 





INTERNATIONAL FINANCE CORPORATION 121 


reasonably be expected that the International Finance Corporation, under 
the able leadership of the World Bank, will be equally successful in this new 
pioneering enterprise. 

The special committee on the International Finance Corporation of the world 
trade committee supports, therefore, very strongly the creation of this new 
institution as a further step in bringing about more world trade and a larger 
flow of foreign private investments. With considerable satisfaction it also 
takes notice of the support the creation of the International Finance Corpora- 
tion has received from the foreign investments committee of the Investment 
Bankers Association of America at its recent 43d annual convention in Florida. 
Although the special committee on the International Finance Corporation con- 
siders, on general principles, that the amount of $100 million is inadequate 
for an enterprise of the importance of the International Finance Corporation, 
it supports, nevertheless, its creation in the expectation that a rapid expansion 
will follow the initial pilot operations. 

The special committee on the International Finance Corporation of the 
world trade committee, therefore, congratulates our Government and, in par- 
ticular, the National Advisory Council on International Monetary and Financial 
Problems presided over by our Secretary of the Treasury, Mr. George M. Hum- 
phrey, for the statesmanlike decision to ask Congress for legislation to authorize 
the United States to participate in this institution and thus make its implemen- 
tation possible. 

It is with great satisfaction that this committee takes notice of the endorse- 
ment the proposed International Finance Corporation has received not only from 
our own Government but also from the governments of the major potential capital 
exporting countries, such as Canada, Great Britain, and continental Europe. 

In the struggle for the strengthening of the economic ties of the free world, 
it is the task of the world trade committee to support all measures designed to 
demonstrate the vitality and superiority of our free way of life and to participate 
in all endeavors of our Government to increase the welfare and standards of 
living of those people of the free world which have not yet been able to benefit 
from all the advantages which modern science and industry place at the disposal 
of mankind. 

The special committee of the world trade committee entrusted with the task 
to study the question of the International Finance Corporation, after due con- 
sideration of all the information available on the subject, therefore recommends 
that the Washington Board of Trade and its world trade committee : 

(1) Support the policies of our Government intended to promote world trade 
and foreign investments ; 

(2) Support strongly the creation of the proposed International Finance Cor- 
poration and welcome the endorsement this institution has received from the 
President in his foreign economic policy and budget messages to Congress; 

(3) Make this position and the conclusions of the special committee on the 
International Finance Corporation known to the public and the proper com- 
inittees of Congress ; 

(4) Consider a special luncheon with a panel discussion by prominent guests of 
the American and international financial world devoted to the question of the 
International Finance Corporation. 


The Cuamman. I have statements from the American Bankers 
Association and the Committee for a National Trade Policy which 


will go into the record. Also a memorandum from the Securities 
and Exchange Commission. 


(The material referred to follows:) 


STATEMENT OF AMERICAN BANKERS ASSOCIATION 


The purpose of this statement is to set forth the views of the American Bankers 
Association with respect to S. 1894, which provides fer the participation by the 
United States in the International Finance Corporation. 

At the meeting of its executive council in April 1955, the association took 
official action to lend its support to the establishment of the proposed Interna- 
tional Finance Corporation, and participation therein by the United States. The 
association thus favors the enactment of S. 1894, which authorizes the President 
te accept membership for the United States in the International Finance Corpo- 
ration and further provides for a subscription by the United States of not 
exceeding $35,168,000 to the Corporation. 
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The association supported the establishment of the International Bank for 
Reconstruction and Development in 1945, and it is our belief that the establish- 
ment of the proposed affiliate of the bank will help to improve the effectiveness 
of its work in promoting the development of the less developed countries. 

Operating as an adjunct to the bank, the Corporation should prove to be a 
useful instrument for broadening international financial cooperation and assist- 
ing the flow of private capital among member nations. Acceptance of member- 
ship by the United States will once more demonstrate our willingness to work in 
partnership with other countries in the common goal of strengthening the 
economies and improving the living standards of less developed countries. 

It is our view that the articles of agreement of the Corporation establish a 
basis for supplementing and encouraging, rather than supplanting, private 
capital investment, while at the same time avoiding management control of 
enterprises financed. By making the extension of credit without the govern- 
mental guaranty now required by the international bank, greater flexibility in 
financing of private enterprise abroad can be achieved. 

Since the International Finance Corporation is to be established as an affiliate 
of the bank, it will avoid duplication of management and organizational facilities 
for dealing with financing needs such as contemplated by the new institution. 
The bank can bring to this affiliate the experience of working with member 
nations on the problems receiving the Corporation’s attention. This should make 
for efficiency, sound administration, and consistency of policy direction. 


STATEMENT BY GEORGE L. BELL, EXECUTIVE Vice CHAIRMAN, ON BEHALF OF THE 
COMMITTEE FOR A NATIONAL TRADE POLIcy 


My name is George L. Bell and I am the executive vice chairman of the Com- 
mittee for a National Trade Policy. 

The Committee for a National Trade Policy is an organization of American 
businessmen from all sectors of the business community, that supports a liberal 
foreign trade policy. We also have an advisory board’, made up of the heads of 
many national organizations representing labor, agriculture, and business. I 
would like to submit the folowing statement on behalf of the committee in sup- 


port of United States participation in the International Finance Corporation. 

Although our committee’s major area of interest is in American trade policy, 
and presently in such matters as the Trade Agreements Act, customs procedure, 
the Organization for Trade Cooperation and the GATT, administrative actions 
in the field of trade policy, such as the Buy American Act, we are at the same 
time, concerned with other aspects of our foreign economic policy, particularly 
as they relate to international trade. Foreign investment policy is of consider- 
able interest to us, for it is an accepted fact that through the flow of international 
investment, the facilities and capacity for increased production are made pos- 
sible, and the basis for expanded international trade is therefore widened. 

Our foreign investment policy should quite properly be consistent with and 
complement our foreign-trade policy. The fact that under both the Democratic 
and Republican administrations it has been the policy to encourage the expansion 
of trade and to foster and encourage the expansion of private investment abroad 
gives testimony to the fact that these two areas of our foreign economic policy 
are closely related. 

Increased investment is the sine qua non of increased production and growing 
standards of living that are the goals of the less developed countries of the world. 
The achievement of these goals and particularly the existence of the expectation 
in the minds of the people of such countries that these goals can be achieved, is 
vital to our own well-being and to the solidarity of the free world alliance. The 
promotion of these goals by whatever means are available must be and is an 
important aspect of our foreign policy generally. 

Aside from these considerations, there are purely economic advantages to our- 
selves that can be derived from expanded investment and economic development 
abroad. The record of world history points to the fact that economic growth in 
foreign countries creates markets for our exports. It can, therefore, be expected 
that such economic growth and the expectation of further growth abroad will 
contribute to the expansion of international trade, from which we, as the major 
participant, are likely to benefit considerably. Not only would we enjoy increased 
markets for our exports but our growing dependence on imports of industrial 
raw materials requires the expansion of low-cost economic sources of supply. 
Investment abroad both in primary production and in the facilities that are 
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necessary for the optimal development of primary production is important in 
order to assure the United States of an expanding and stable source of supply 
of the raw materials necessary to feed the voracious appetite of our expanding 
industrial economy. 

The IFC would make a contribution to furthering these policy objectives for 
the expanded flow of international investment. We recognize that the problem 
of expanding international investment is not a simple one, and that there are 
many impediments that seem to prevent and hinder increased investment abroad 
by private corporations and individuals. But we conclude that when the oppor- 
tunity exists to make what can reasonably be expected to be a significant con- 
tribution to expanding international investment, this opportunity should be 
seized. At the same time we should also recognize that the opportunity in this 
instance, the IFC, does not exhaust the problem of devising and seeking new 
ways to achieve our policy goals. 

The IFC will make a contribution toward expanding the flow of private invest- 
ment and particularly private equity investment. We regard that as particularly 
desirable. BExpanded private investment can, to some extent, substitute for 
public grants and loans, and to the extent that it does, it relieves the American 
taxpayer of a tax burden. Further, private investment carries with it technical 
and managerial know-how. These intangibles can very often make as much of 
a contribution to economic growth and development as the capital itself. 

But the particular contribution that the International Finance Corporation 
can make is in providing a vehicle for promoting the removal of some of the 
barriers which seem to impede private investment today. There is the barrier 
of lack of information or adequate information about investment opportunities. 
The IFC can engage in research, and through its facilities develop opportunities 
that have languished because of inadequate knowledge of the real prospects 
for private investment. There is the barrier of attitudes and unfavorable climates 
in the recipient countries for investment. The IFC can lend confidence by dis- 
playing initiative in undertaking new ventures. It can lend authority to in- 
vestment undertakings that would dampen the enthusiasm of underdeveloped 
countries for expropriation of private holdings. In this and other ways the 
meager resources of the IFO can create multiplier effects in overcoming risks 
and in creating more favorable climates for investment that would lead to 
greater private initiative both here in the United States and in the recipient 
countries, It would serve as a catalytic agent creating a far greater effect in 
inducing private investment abroad than would be in evidence from a simple 
examination of the small financial resources that will be available to it. 

We wish, therefore, to affirm our support for United States participation in 
the IFC. It presents an opportunity for the United States to make effective an 
aspect of our total foreign economic policy with the real prospect of realizing 
good returns both economically and diplomatically for the United States and the 
free world. 


SEcURITIES AND ExcHANGE COMMISSION, 
Washington, D. C., May 24, 1955. 
Re International Finance Corporation. 
Hon. Extrne ARNOLD, 
Assistant General Counsel, Treasury Department, 
Washington, D. C. 

Dear Mr. Arnotp: Commissioner Goodwin is out of town and has asked me to 
write you concerning the International Finance Corporation. In his letter to 
you dated February 18, 1955, Commissioner Goodwin enclosed a staff memoran- 
dum indicating the areas in which problems might arise under the securities 
acts with respect to the International Finance Corporation. The letter pointed 
out that by reason of insufficient information no conclusive answers couid be 
given at that time. 

Since that date conferences have been held with officials of the international 
bank at which additional information was furnished concerning the proposed 
operations of the Corporation. Enclosed are copies of staff memoranda which 
discuss the problems and recommend that no question need now be raised under 
the securities acts concerning the proposed organization and presently contem- 
plated activities of the Corporation. The Commission has concurred in the 
views set forth in the memoranda. 
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Should you desire further information or assistance from this Commission on 
the matter referred to in the memoranda we will be pleased to have you communi- 
cate with us. 

Sincerely yours, 


Byron D. Woopsine, Director. 


MEMORANDUM 

To: The Commission. 

From: Byron D. Woodside, director, Division of Corporation Finance; Robert 
A. McDowell, director, Division of Corporate Regulation. 

Subect: International Finance Corporation. 

Recommendations: That the Treasury Department be advised that no question 
need now be raised under the statutes administered by the Commission con- 
cerning the proposed organization and presently contemplated activities of 
the International Finance Corporation. 


The executive diretcors of the International Bank for Reconstruction and De- 
velopment (“Bank”) have recently submitted to the members of the Bank, 
Articles of Agreement for the proposed International Finance Corporation 
(“IFC”). The proposed articles were submitted to the Commission by the De- 
partment of the Treasury for consideration in light of the acts administered by 
the Commission. A memorandum was prepared by the staff and previously sub- 
initted to the Commission, outlining the purposes of the IFC and the impact of 
the various acts administered by the Commission to the proposed organization 
and activities of IFC. 

In essence the purpose of IFC as stated in the articles is to further economic 
development by encouraging the growth of productive private enterprise in mem- 
ber countries, particularly in the less-developed areas, thus supplementing the 
activities of the bank. In carrying out this purpose the articles state IFC shall— 

(1) In association with private investors, assist in financing the establishment, 
improvement, and expansion of productive private enterprise which would con- 
tribute to the development of its member countries by making investments, with- 
out guaranty of repayment by the member government concerned, in cases where 
sufficient private capital is not available on reasonable terms ; 

(2) Seek to bring together investment opportunities, domestic and foreign 
capital, and experienced management ; and 

(8) Seek to stimulate, and to help create conditions conducive to, the flow of 
private capital, domestic and foreign, into productive investment in member 
countries. 

In a message to Congress dated May 2, 1955, the President stated: “I urge the 
Congress to enact promptly the legislation permitting the United States to join 
with the other free nations in organizing the IFC—an important part of our 
foreign economic program which will further more rapid advance by free people 
everywhere as they strive to improve their material well-being.” 

The articles permit IFC “to sell its investments to private investors whenever 
it can do so on satisfactory terms ;” “to invest in marketable securities as it may 
determine * * * in order to earn a return on funds not needed in its financing 
operations and to borrow funds and in that connection to furnish such collateral 
or other security therefor as it shall determine.” These powers raised questions 
under the Securities Act of 1933, the Securities Exchange Act of 1934, the Trust 
Indenture Act of 1939, and the Investment Company Act of 1940. Since the 
articles did not contain sufficient facts to resolve these problems, two conferences 
were held with officials of the bank at their request. Representatives of the 
bank were Davidson Sommers, general counsel, and Messrs. Broces, Nurick, and 
Bateson, of the legal staff. 

At these conferences it was stated that IFC would be financed by the member 
countries of the bank in the same proportion as their interests in the bank, though 
all members may not participate. It is not anticipated that any debt securities 
or any guaranties of securities will be publicly offered by IFC in the United 
States for the foreseeable future. Insofar as portfolio securities are concerned, 
Mr. Sommers stated that the IFC might often find it appropriate to offer them 
first to the equity securities holders of the borrowers. It was not presently anti- 
cipated that any public distribution would be made thereof in the United States. 

Mr. Sommers further stated that he understood that, while a Securities Act 
question might arise in connection with the public sale of the portfolio securities 
of IFC and more clearly with respect to other securities by the Corporation, it 
has been determined by the bank not to seek relief on behalf of the Corporation 
by way of exemption under the Securities Act. Under the circumstances, the 
staff is of the view that activities of IFC, as stated in the articles and as out- 
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lined by Mr, Sommers, raised no immediate problems under the Securities Act 
of 1933, 

With respect to the Trust Indenture Act, it is the view of the staff that the 
securities of IFC would be exempted from that act under the provisions of section 
304 (a) (6) and section 3 (a) (2) of the Securities Act of 1933 (incorporated in 
section 304 (a) (4) of the 1939 act), In this connection, the status of IFC 
would be similar to that of the bank and the staff believes both should be treated 
alike, The bank’s exemption under said act was recognized in Commission’s 
Release No, 1 under the Bretton Woods Agreements Act. As to portfolio securi- 
ties, this act would apply in the same manner as the Securities Act above 
discussed. 

Insofar as the Securities Exchange Act of 1934 is concerned, there appears to 
be no present problem thereunder, since the staff is informed that there will be 
no attempt at this time to issue and list any of the securities of IFC nor will 
any attempt be made to list the portfolio securities. Here, too, Mr. Sommers ad- 
vised that IFC would not seek special relief from the 1934 act. 

Insofar as the Investment Company Act is concerned, it is our view that IFC, 
like the bank, does not come within the purview of the said act. The purposes 
and operations of IFC clearly distinguish it from the type of investment vehicle 
intended to be regulated under the act and in this respect is similar to the 
bank, to which Congress granted special status under Federal law in 1945. Apart 
from the foregoing, the exception from the definition of investment company 
provided by section 3 (c) (3) to banks may be applicable to IFC, since, broadly 
speaking, it would come within the purview of the definition of the term “bank” 
in section 2 (a) (5) (A). In addition, under section 3 (b) (1), IFC may be con- 
sidered excepted from the definition of “investment company” as a company en- 
gaged in a business other than that of an investment company, namely, that of a 
lending agency with special governmental purpose. Attached is a memorandum 
which discusses these points in more detail. 

In the light of the foregoing, it is recommended that a letter be forwarded to 


Treasury stating briefly the conclusions of the Commission and enclosing a copy 
of this memorandum. 


MEMORANDUM 

May 10, 19565. 
To: The Commission. 
From: Division of Corporate Regulation. 


Subject: Applicability of the Investment Company Act of 1940 to the Inter- 
national Finance Corporation. 


CONCLUSION 


The Investment Company Act does not apply. 

We have considered the status of the International Finance Corporation in 
relation to the Investment Company Act and we believe the IFC, like the Inter- 
national Bank, does not come within the provisions of the Investment Company 
Act. In general, this conclusion is based upon the purpose and operations of 
IFC, its special juridical status under Federal law and the purpose and provi- 
sions of the Investment Company Act. 

(1) The Investment Company Act was designed for the supervision and regu- 
lation of investment companies and investment trusts primarily engaged in the 
business of investing, reinvesting, trading, owning, or holding investment securi- 
ties. This regulation is not merely in terms of disclosure for the statute contains 
specific provisions regulating many of the internal affairs of investment com- 
panies, their transactions with affilated persons, methods of accounting and 
custody of assets. Furthermore, the Commission is given extensive powers under 
the Investment Company Act with respect to the activities of investment com- 
panies. For example, section 42 contains broad authorization for the conduct 
of investigations. Sections 25 and 36 authorize the Commission to bring injunc- 
tion proceedings against investment companies and their officers and directors 
under certain circumstances. Section 31 gives the Commission the right to make 
periodic, special, and other examinations of accounts, books, and other records 
required to be maintained by investment companies. The statute is detailed and 
covers many functions and activities of investment companies in order to miti- 
gate or eliminate certain abuses found to exist in the investment company field. 

The IFC, like the World Bank, will be created under articles of agreement 
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among the United States and various foreign countries which will establish its 
status, privileges, and immunities. Such status, immunities, and privileges 
will have full force and effect in the United States pursuant to Federal statute. 
Under its governing instruments thus recognized by Federal law, the archives of 
IFO will be inviolable and its officers and employees immune from legal process 
for acts performed by them in their official capacity.” 

Such status is obviously completely inconsistent with the broad jurisdiction 
of the Commission under the Investment Company Act over the affairs of reg- 
istered investment companies. The purposes and operations of IFC, as indi- 
cated earlier in this memorandum, clearly distinguish it from the kind of invest- 
ment vehicle intended to be regulated under the Investment Company Act. IFC 
may be considered to be a governmental instrumentality created as an adjunct 
of our foreign policy to help in the development of foreign countries and to fur- 
ther international trade. Its policy is to supplement private capital investment 
not to compete with it. 

In view of the sharp distinction between IFC and the kind of investment 
companies intended to be regulated under the Investment Company Act as indi- 
cated by the Commission in its investment trust study reports, as discussed in 
the hearings before Congress prior to the enactment of the Investment Company 
Act and as appears from the context of the statute, we believe that IFC is not 
che kind of organization Congress intended to subject to regulation under the 
Investment Company Act of 1940. In this respect it is similar to the Inter- 
national Bank to which Congress granted a special status under Federal law in 
1945. Based upon its peculiar attributes as an international organization, we 
believe that IFC will not come within the meaning Of “investment company” 
under section 3 (a) of the Investment Company Act if Congress grants to it the 
same status it gave to the International Bank. 

By reason of the inconsistencies between the statutory requirements of the 
Investment Company Act and the status of {FC under the proposed Federal 
enabling legislation granting it special immunities and privileges as indicated 
above, it would seem that to the extent that the Investment Company Act might 
otherwise apply to IFC, the proposed legislation will in effect establish an excep- 
tion to the Investment Company Act. This view is based upon the analogy of 
the general rule of statutory interpretation holding that a subsequent statute 
clearly repugnant to and inconsistent with the provisions of an earlier statute 
results in an implied repeal of the earlier statute to that extent.’ 

(2) Apart from the foregoing considerations the Investment Company Act 
itself contains provisions which might except IFC, as well as the International 
Bank itself, from regulation under the Investment Company Act. Assuming 
that IFC is considered to fall within the definition of section 3 (a) of the 
Investment Company Act, nevertheless, it may be excepted pursuant to the 
provisions of section 3 (c) (3) asa bank. The term “bank” is defined in section 
2 (a) (5) (A). among other definitions as a “banking institution organized 
under the laws of the United States.” IFC, like the International Bank, will be 
organized pursuant to the laws of each of the member countries since it is an 
international organization. The proposed Federal enabling legislation, insofar 
as the United States is concerned, may be considered to be the organizational law 
without which IFC could not operate or do business. Broadly then, IFC would 
be a banking institution organized under the laws of the United States. 

(3) The activities of IFC essentially will be that of making loans for reasons 
of international policy and with broad governmental purposes in view. Its 
business will not be that of investing, reinvesting, or trading in securities for 
profit in the usual sense. Hence, it may be argued that IFC does not come 
within the definition of “investment company” under section 3 (a) (1). Although 
it may own and hold investment-securities within the meaning of section 
8 (a) (8) of the act, it may be considered excepted from section 8 (a) (3) under 
section 8 (b) (1) as a company engaged in a business other than that of an 


investment company; namely, that of a lending agency with a special govern- 
mental purpose. 


The Cramman. The subcommittee will recess, subject to call. 
(Whereupon, at 12:15 p. m., the subcommittee recessed, subject 
to the call of the chairman.) 


*In this connection it may be noted that sec. 2 (b) of the Investment Company Act 
provides that its provisions should not be m5 age or deemed to include an au- 


thority or instrumentality of the United States, a State, or any political subdivision of a 


State ae any corporation which is wholly owned directly or indirectly by any of the 
oregoing. 


2 See 82 C. J. 8. sec. 291 and cases cited. 
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